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Six Democracies against the Reich 


ALLIED SUPREMACY IN Man-Power AND Economic REsouRCES 
By Donatp TYERMAN 


The resources of just over a third of the world’s surface 
and just under a third of the world’s population are being 
mobilised against the Nazis. In all the sinews of war, Nazi 
Germany is inferior to the collective might of Great Britain and 
France, Canada, Australia, South Africa, New Zealand, India, 
and the British and French Colonies. Mr. Donald Tyerman, 
Assistant Editor of The London Economist, explains in this 
article how Allied economic superiority will grow greater and 
greater as the war proceeds. 


The superiority of the British and French Empires over 
Germany in the sinews of economic warfare is beyond question. 
In men, raw materials, manufacturing capacity, world trade and 
reserves of foreign purchasing power, the balance of strength is 
everywhere on the Allies’ side. But even vastly superior resources 
can only be made effective in war if they are mobilised. This is 
precisely the task of Imperial economic collaboration, and the aim 
of the new Anglo-French co-operation in trade and output. 
“Time is on our side” (M. Paul Reynaud has said) “if we use it.” 

That is why the economic warfare of Britain and France and 
their Empires now takes on a positive character. From the outset 
of war they have been blockading the enemy’s trade. Now they 
are planning to mobilise their own vast economic wealth by con- 
certed action. “The art of war (Mr. Chamberlain recently 
reminded us) consists in bringing the greatest possible force to 
bear at the right time and at the right place.” 

The aim of both sides in modern war is to mobilise all their 
available resources in order to strike a decisive blow, and by 
contraband control, blockade, submarines, torpedoes, mines and 
maybe military action to hinder or prevent the economic mobilisa- 
tion of the enemy. 

But the organisation must be backed by adequate resources. 
The weakness of Germany’s far-reaching organisation for war is 
that the sum total of her economic resources is insufficient. She 
cannot escape from her shortage of oil, petrol, iron ore, strategic 
minerals, edible fats and feeding stuffs. 


Man-Power of the Democracies is Greater 


- The Allies’ superiority can be easily proved. If the conquered 
and dissident Poles and Czechs are left out, Germany’s man- 
power is roughly the same as that of France and Britain—about 
Ninety millions on each side. But in the British Dominions there 
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are twenty-seven millions more ; and there are 520 millions more in 
the other parts of the French and British Empires. 

Moreover, man-power cannot be measured simply by counting 
heads. The capacity of a country to produce the goods either of 
peace or of war depends upon the efficiency of its workers as well 
as upon their numbers and hours of work. It depends upon 
industrial technique and organisation, workers’ skill and capital 
equipment. The man-power of Britain and the British Dominions 
is far more potent than its mere numbers would suggest. 

For the Germans have already done their utmost in the mobilisa- 
tion of men and equipment for war production. Already, even 
in the years of peace, they have cut the output of goods for civilian 
consumption to the bone. They have neglected even to maintain 
and renew their capital assets, their plant and their railways, in 
order to heap up arms. They have no reserves to draw upon now. 

In Britain and the Dominions, on the other hand, during the 
same years, a high standard of living has been sought and kept up. 
In Britain 50,000 more workers in every million of the population 
are employed in the so-called service industries, that is, in trans- 
port, commerce, finance and personal service, than in Germany 
Here is a reserve for war work. 


Where Britain and France Stand to Gain 
What does this mean? The Germans have admittedly gained 
some years’ start in the accumulation of war materiai. They have 
spent £5,000 millions on armaments in six years, while the Allies 
were practising the arts and industries of peace. But now the 


Allies, in comparison with Germany, have vast additional resources 
of personnel and plant, hitherto devoted to civil uses, that can 
henceforward be thrown into war production. Their reserve of 
men and women to be drafted into fighting or making arms is 
millions larger than Germany’s. 

Nor is this all. The Germans are now cut off from overseas 
supplies. They knew they would be, and made ready for it, by 
setting out to make and grow things at home that it would have 
been cheaper and more economical to buy from abroad. Thus, an 
important part of Germany’s war economy is based upon relatively 
inefficient domestic production which is wasteful of labour, power 
and fuel—on substitute industries which eat up coal and electricity, 
on the costly working of low grade ores and on uneconomic farm- 
ing. 

One recent calculation will suffice to show the implications of 
this in terms of man-power. In Germany it takes the labour of 
145,000 workers to feed one million consumers. In Britain, 
where more than half the people’s food is imported in exchange 
for industrial exports, it takes the labour of only 66,000 workers, 
in agriculture and in export industries, to feed a million. 


The Six Democracies Combine 
This superiority in power to produce needs no emphasis. Even 
without the Dominions and Colonies, France and Britain produce 
more than four times as much iron ore as Greater Germany. 
They manufacture more than twice as many motor vehicles. With 
their Empires, they produce seven times more crude petroleum 
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than Germany, seven times more petrol, seven times more copper, 
three times more lead and four hundred times more wool. They 
have vast reserves of commodities, such as nickel and jute, which 
Germany wholly lacks—nearly nine-tenths of all the world’s 
nickel is produced in Canada alone. 

Moreover, with their gold and foreign exchange reserves and 
their unfettered foreign trade, they can buy what they wish 
where they wish—cotton, oil, fats, and foodstuffs. 

Even so, this was not enough in itself. Industrial and commer- 
cial power, no less than man-power, must be enrolled and deployed 
in the field. It is ominous for Germany that this has been begun 
much more swiftly this time than in 1914-18. 

The Governments of Great Britain, France, Australia, New 
Zealand, South Africa and Canada—six Allied nations—have 
taken powers to mobilise their economic life for war purposes. 
Each nation will defend itself, as its first duty. Their budgets 
have been swiftly increased. Their trade has been placed under 
control. Their industries have been recruited to make the appara- 
tus of war. New ministries have been set up to organise and 
allocate supplies. Now, together, the Allied Empires have made 
concerted plans for the purchase and output of materials and arms. 

This is full economic warfare, of which contraband control and 
blockade constitute only the first and negative stage. To weaken 
the enemy is essential. To strengthen the Allies is vital. To 
mobilise and pool the resources of all the Allied countries is simple 
common sense. 

It is part of the great strength of the Allied Empires that they 
are far flung. In Canada and Australia, far away from the threat 
of German attack, Empire arsenals to manufacture aircraft and 
munitions have been set up under a joint scheme of Imperial 
defence; and Empire airmen will receive their final training in 
Canada. _Britain’s control of the world’s sea routes will make 
certain that the pieces of the world-wide pattern of Imperial 
economic collaboration can be brought snugly and safely together. 


Sharing the Tasks 

It is also a great element of strength that the products of these 
Empires are diverse. Wool from Australia, meat from New 
Zealand, wheat from Canada, gold from South Africa, iron from 
Algeria, tin and rubber from Malaya, cotton and jute from India— 
their contributions are complementary, and the task of waging war 
is efficiently divided among them. Many of their chief products 
have been bought in bulk for use in Britain and France. 

Joint Anglo-French committees will parcel them out, just as they 
will parcel out essential war supplies from all over the world, 
according to the needs put before them by the British and French 
departments of State. While German self-sufficiency is wasteful 
and uneconomic, the division of labour within the Allied Empires 
is efficient and vastly productive. 

Behind the French and British soldiers, sailors and airmen who 
hold the Nazi armed forces at bay, the resources of just over a 
third of the world’s surface and just under a third of the world’s 
population are being mobilised against Germany. The Allies are 
now coming to possess the organisation as well as the strength to 
win the war. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


SURRENDER OF LEASE 
Sinking Fund Deduction in Respect of Amount Paid 


Section 88(1) of the Commonwealth Income Tax Assessment 
Act 1936-9 provides as follows :— 

Where a taxpayer has paid any premium in respect of land, premises or 
machinery used for the purpose of producing assessable income, and in the 
year of income— 


(a) he is the lessee of the land, premises or machinery; or 
(b) in the case of a premium paid for the surrender of the lease, he would 


have been the lessee had the lease been transferred to him and he had @ 


not been entitled to the reversion, 
a proportionate part of the amount of that premium, arrived at by distributing 
that amount proportionately over the period of the lease unexpired at the 
date when the premium was paid, shall be an allowable deduction. 


The following example illustrating the provisions of S. 88 (1) 
(b) has been taken from The Income Tax Laws of Australia, para. 
{ 1005] :— 

A, on 1/7/1935, granted a lease to B for 10 years, of portion of a 
factory, without premium. On 1/7/1936 C offers to A a greatly increased 
rental for the whole of the factory for a lease of 15 years without premium. 
A pays B on 1/7/1936 £900 to induce him to surrender his lease, and 
grants the new lease to C on above terms. 

A is entitled to a sinking fund deduction, against the rent received from 
C, of £100 per annum until 1/7/1945, i.e., for 9 years, being 1/9th of £900 
paid by him to B. N.B.—The sinking fund deduction is based on the 
balance of the period of the lease from A to B, not the period of the 
lease from A to C. 

If A’s object in securing the surrender of the lease had been to work the 
whole of the factory himself, he would be entitled to the same deduction 
In both cases the land would be used by A “for the purpose of producing 
assessable income.” “Used” is an unhappy word, but it covers, in practice, 
both the instances quoted above. 


A further problem arises in connection with sinking fund 
deductions, i.e., where a person pays a premium for the assignment 
to him of a lease; surrenders that lease, and obtains a new lease 


from the owner. 
The following question was submitted to the Commonwealth 


Commissioner of Taxation :— 


A pays to B the sum of £500 for the assignment to A of a lease of 
business premises. The remainder of the term of the lease at the time of 
the assignment was three years. 

Shortly after this transaction was completed, A entered into a fresh 
lease with the owner of the freehold C, for a term of five years. In respect 
of the above-mentioned premises and in order to obtain the new lease 
thereof, A surrendered the previous lease assigned to him from B. 

Assuming that A is at all relevant times “the lessee of the land, 
premises .. . ” and it is used for the purpose of producing assessable 
income, is he entitled to a sinking fund deduction under Section 88 (1) m 
respect of the premium paid by him on the assignment to him of the first- 
mentioned lease notwithstanding that he has surrendered that lease for 4 
fresh lease direct from the owner of the freehold?” 


The Deputy Commissioner has replied to the Editor as fol 
lows :— 
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I desire to advise that in the case quoted by you A would, under Section 
88(1), be allowed a deduction of the premium of £500 spread over the 
period expiring at the date of the expiry of the first lease. 


N.S.W. UNEMPLOYMENT RELIEF TAx AND SocIAL Services TAX 
Deduction to Companies in Respect of Dividends Paid 


Section 12 (1) of the New South Wales Unemployment Relief 
Tax (Management) Act 1939 and Section 12 (1) of the Social 
Services Tax (Management) Act 1939 read as follows :— 

Subject to this section net assessable income shall be assessed in like 
manner as taxable income is assessed under the Principal Act. 

(The Principal Act is the Income Tax (Management) Act 1936 
as amended. ) 

Section 12 (6) of the New South Wales Unemployment Relief 
Tax (Management) Act and S. 12 (6) of the Social Services Tax 
(Management) Act provide as follows :— 

In the case of a company (other than a company in liquidation) which, 
during or within nine months after the close of the year of income, has paid 
to its shareholders registered upon a register situate in this State and to 


resident shareholders registered upon a register situate outside this State a 
dividend out of the net profit of that year, there shall also be deducted— 
(a) where that net profit is wholly assessable—the amount of the dividend 
so paid; or 
(b) where that net profit is only partly assessable—an amount which 
bears the same proportion to the total amount so paid as the profits 
which form part of the assessabie income of the company bear to the 
total profits of the company: 


Provided that the profits or income specified in paragraphs (b), (c), (d), 
or (f) of section fifty-three of the Principal Act shall be excluded from 
the apportionment under this paragraph where a dividend is appropriated 
from profits or income other than the profits or income so specified or 
where a dividend is appropriated wholly and exclusively from the profits 
or income so specified. 

The following examples illustrate the above provisions :— 

(1) (a) Net profit (derived wholly in New South Wales) of 

company year ended June 30, 1939 .. .. .. £20,000 
(b) Taxable Income under Principal Act .. .. £20,500 
The difference of £500 represents depreciation written 
off by the company in excess of that allowed by the 
Department. 
(c) Dividend paid by company within 9 months after the 
close of the year of income, £16,000. 

In the above example the net profit, £20,000, is “wholly assess- 
able.” Section 12 (6) (a) therefore applies, and the whole of the 
dividend, £16,000, is deductible in arriving at the company’s net 
assessable income. 

(2) (a) Net profit of company derived wholly in New South 

WHEE os 06 ve rere 

(b) Taxable Income ‘under Principal Sees £20,500 
The difference of £500 represents depreciation allowed 
by the Department in excess of that written off by the 
company. 


(c) Dividend paid, £16,000. 
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In the second example, as in the first, the net profit is “wholly 
assessable” and Section 12 (6) (a) applies. The whole dividend 
£16,000 is consequently deductible in arriving at the “net assess- 
able income. 

It appears that the word “assessable” in Sections 12 (6) (a) and 
(b) must relate to “assessable income” and not to the final amount 
on which the taxes are calculated. 

(3) (a) Net profit of company .............. £21,000 

consisting of— 
Income derived wholly in New 
Soutn Wales .......... £20,500 
Commonwealth Loan Interest . 500 


£21,000 


(b) Taxable Income under Principal Act .. 
(c) Dividend paid by company out of its total net 
= a 
In this example the Commonwealth Loan Interest, £500, is not 
assessable (or assessable income) and the “net profit is only partly 
assessable” and Section 12 (6) (b) applies. The company is 
therefore entitled to a deduction of “an amount which bears the 
same proportion to the total amount so paid (£16,000) as the 
profits which form part of the assessable income of the company 
(£20,500) bear to the total profits of the company (£21,000).” 


The deduction is £15,619. 


(4) (a) Net Profitof company .............. £25,000 
Consisting of— 
Income derived wholly in New 
South Wales .. .. . . £20,500 
Commonwealth Loan Interest . 4,500 


£25,000 


(b) Taxable Income under Principal Act .. .. £20,500 
(c) Dividend paid by company out of its total net 
profit of £25,000 .. .. .. oe <> ee 


As in Example (3), Section 12 (6) (b) applies, and the 
<leduction is— 
20,500 (assessable profits) . 5, bi 
25,000 (total profits) of £20,000 = £16, 
(5) (a) Net profit comprised as in Example (4) .. £25,000 
(b) Within nine months after the close of the income year, 
the company paid two separate dividends thereout :— 
8 per cent. out of assessable profit .. .. £16,000 
2 per cent. wholly and exclusively out of 
Commonwealth Loan interest .. .. .. .. 4,000 


10 per cent = £20,000 


Each dividend must be dealt with separately :— 
(i) The whole of the dividend of £16,000 is an allow- 
able deduction. The proviso to S. 12 (6) (b) 
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provides that the profits or income specified in 

S. 53 (b), (c), (d) or (f) of the Principal Act 

shall be excluded from the apportionment under 

para. (b) where a dividend is appropriated from 
profits or income other than the profits or income 
specified in S. 53 (b), (c), (d) or (f). Com- 

monwealth Loan interest is specified in S. 53 (d). 

(ii) There is a doubt concerning the dividend of £4,000 
paid wholly and exclusively out of the Common- 
wealth Loan interest. The dividend of £4,000 is 

a “dividend out of the net profit of that year” and 

as the “net profit is only partly assessable,” para. 

(b) applies. The proviso to that paragraph 

provides, in effect, that the Commonwealth Loan 

interest shall be excluded from the apportionment 
under paragraph (b) where a dividend is appro- 
priated, wholly and exclusively from the Common- 
wealth Loan interest, as in the case of the second 
dividend of £4,000. Although the Commonwealth 

Loan interest derived by the company must be 

excluded from the apportionment, Section 12 

contains no provision for the disallowance of the 

dividend of £4,000 as a deduction. It would 
appear, therefore, that the whole of the £4,000 
is an allowable deduction to the company, viz.— 

(a) 20,500 bas 

(ue) ee * () OA = () 

(a) £20,500 represents the profits which form 
part of the assessable income of the com- 
pany. 

(b) £20,500 represents the total profits of the 
company, £25,000, less the £4,500 Common- 
wealth Loan interest required to be excluded 
from the apportionment. 

(c) £4,000 represents a dividend paid out of the 
net profit of the year. 

(d) £4,000 is an allowable deduction to the 
company under S. 12 (6) which, of course, 
is unjust to the Revenue. 


RENT ACCRUED 

In Dailuaine-Talisker Distilleries Ltd. v. I. R. Comrs. (1930), 
15 Tax Cas. 613, it was held that warehouse rents for storage of 
whisky which were estimated to have accrued, but which were in 
fact not ascertainable nor payable at the date to which the 
company’s accounts were made up, were not to be regarded as 
trading receipts of the period during which they accrued. On the 
other hand, it was held in J. R. Comrs. v. The Oban Distillery Co. 
Ltd. (in lig.) (1932), 18 Tax Cas. 33, that such warehouse rents 
which had accrued to the date of liquidation of the company, but 
which, though not due nor payable, were paid to the liquidator, 
were trading receipts of the Company. 
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This matter has recently been dealt with again by the Scottish 
Courts. 

The taxpayer company, which carried on business as distillers, 
whisky merchants and warehousemen, bought as at November 10, 
1933, the assets of another distilling company which owned bonded 
warehouses in which whisky after sale was stored on behalf of the 
customer subject to a weekly rent from date of invoice, the com- 
pany agreeing to pay for all deficiencies of whisky in excess of the 
ordinary Excise allowance. The purchase price included a sum 
representing the rents accrued in respect of such storage up to 
November 10, 1933, and before final settlement of that price the 
taxpayer company took steps to secure agreement by the customers 
of the amounts of rent due by them as at that date. The taxpayer 
company was assessed for a later year in respect of accrued rents 
collected by it during that year. Held that the company was not 
assessable in respect of the sums so collected. J. R. Comrs. v. 
Arthur Bell & Sons Lid. (1938) 22 Tax Cas. 315. 

The Scottish Court of Session considered that there was a vital 
distinction between the above case and that of Dailuaine-Talisker 
Distilleries Ltd. v. I. R. Comrs. in that when the sale of Arthur 
Bell & Sons Ltd. took place, the customers acknowledged that the 
rents had accrued and were payable as at November 10, 1933, and 
had been payable week by week from the time when the storage 
of their barrels of whisky commenced. 

It would appear from the three above-mentioned decisions that 
where a purchaser of rent producing property pays to the vendor 
a sum representing accrued rent due by tenants up to the time 
of purchase the vendor is assessable in respect of the sum so 
received by him and that the purchaser is not assessable in respect 
of such rent when it is collected by him from the tenants. 

In this class of case the purchaser, in substance, buys book debts, 
not unexecuted contracts. Any gain or loss on collection of the 
debts should not be brought to account in calculating the pur- 
chaser’s taxable income, except under those State Acts where tax is 
imposed on casual profits (New South Wales, Queensland and 


Tasmania). 
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New Soutu Wa tEs INcomE Tax 
Dividend Rebates 


Section 55(1) of the New South Wales Income Tax (Manage- 
ment) Act provided for a dividend rebate, subject to the proviso 
to that sub-section, at “a rate equivalent to the rate of tax payable 
by companies for the year of income.” 

Section 55(1) has been altered by the amending Act, No. 26 of 
1939, so as to provide for a dividend rebate at “a rate equivalent 
to the rate of tax payable by companies for the year preceding the 
year of income.” 

The rate of tax payable by companies in respect of income 
derived during year of income ended June 30, 1939 (or substituted 
accounting period), was increased from 2/3 in £ to 2/6 in £. 
The above amendment to S. 55(1) was considered necessary to 
avoid allowing a rebate at 2/6 in £ on dividends paid out of 
profits which had generally borne company tax at 2/3 in £. The 
following was the position before the above amendment :— 


Company’s profits derived during the year ended June 
30, 1938, taxed at 2/3 in £. 

Dividend ex these profits paid, say, August, 1938. 

Included in shareholder’s return for year of income 
ended June 30, 1939. 

Company rate applicable to income derived during year 
of income 1938-39 = 2/6 in £. 

The position now is :— 

Company’s profits derived during the year ended June 
30, 1938, taxed at 2/3 in £. 

Dividend ex these profits paid August, 1938. 

Included in shareholder’s return for year of income ended 
June 30, 1939. 

Company rate applicable to income derived during year 
1937-38, i.e., the year preceding year of income 


1938-39 — 2/3 in £. 


The proviso to S. 55(1) limits the dividend rebate under sub- 

section (1) to the difference between— 

(a) the amount of tax for which the shareholder would be 
liable if the dividends included in his assessment were 
income from property other than dividends; and 

(b) the amount of tax for which the shareholder would be liable 
if dividends were excluded from his assessable income. 


The New South Wales Income Tax Act of 1939 imposes a 
super tax of 1/- in £ upon so much of the taxable income derived 
by any person other than a company as exceeds £2,000. The 
Income Tax (Management) Amendment Act, 1939, provides that 
for the purpose of the proviso to S. 55(1) “tax” does not include 
the above-mentioned super tax. 
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Taxation for War Purposes 


MEMORANDUM COMPILED BY A COMMITTEE OF THE 
CoMMONWEALTH INSTITUTE OF ACCOUNTANTS 


A Special Committee appointed by the Commonwealth Institute oj 
Accountants to consider the question of taxation for war purposes has sub- 
mitted the following memorandum to the Federal Treasurer. The members 
of the Committee were Messrs. S. W. Griffith (Chairman), A. A. Fitz- 
gerald, L. A. Cleveland, J. S. Eastwood, J. F. Hughes, J. A. L. Gunn and 
J. E. Martin. 

The Committee has approached the subject of taxation for war 
purposes solely from the standpoint of sound principles without 
regard to social or political considerations. It realises that, in 
order to finance the operations of war, substantial revenue will have 
to be raised by means of direct taxation and that large sums oi 
money will be needed quickly. It realises also that some members 
of the community should not be permitted to benefit financially 
from the war whilst the rest of the community is making great 
personal and monetary sacrifices. 

In the course of its deliberations the Committee examined the 
operation and incidence of the various measures taken in Great 
Britain to tax profits arising out of the present war. It also 
recalled the experience gained in Australia from the imposition 
of the War-time Profits Tax of 1917. In particular, the Commit- 
tee considered the cost of administering these various measures, 
the total revenue raised, or likely to be raised, and the general § 
disturbances they caused to the commercial and industrial com- 
munity. 

After taking the above-mentioned factors into consideration, the 
Committee unanimously arrived at the following conclusions :— 


(1) That a war-time profits tax as a special measure is both 
unnecessary and undesirable. 

(2) That “ability to pay” should be the basis of any tax on 
income or profits and that an increase in the rates of the 
present Federal Income Tax is the best way to raise revenue 
for war purposes as far as individuals, professions and 
trades other than companies are concerned. 

(3) That undistributed profits of public companies should be 
called upon to bear some of the additional burden caused by 
the war. 

The Committee is unanimously of the opinion that it is both 
unnecessary and undesirable to introduce a war-time profits tax, 
believing that on all accepted principles of taxation a similar amount 
of tax can be collected far more equitably by an increase in the 
existing rates of Federal Income Tax. It is common knowledge 
that those charged with the administration of the War-time Profits 
Tax Assessment Act 1917, and professional men with a wide 
experience of its incidence, condemn the Act as a most inequitable 
measure. Even though some defects of the 1917 Act might be 
rectified in a new act, it would not be possible to meet every diffi- 
culty. 

A war-time profits tax would presumably apply to business 
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income only. In this war the occupations and property of all 
sections of the community are at stake. If the value of those 
occupations or that property is determined by the income they 
produce, there is—for individuals—a measure of the extent of 
the contribution which they should make. It is not just that any 
person should escape his proper contribution merely because he 
derives his income, for example, as an executive or a professional 
man or as a commission agent. 

In the report of the Royal Commission on Taxation of 1920, 
seven Commissioners, representing widely divergent sections of 
the community, emphasised their full adherence to four principles 
of taxation enunciated by Adam Smith, namely: 


(1) The subjects of every State ought to contribute towards 
the support of the Government as nearly as possible in 
proportion to their respective abilities, i.e., in proportion 
to the revenue which they respectively enjoy under the 
protection of the State. 

(2) The tax which each individual is bound to pay ought to be 
certain and not arbitrary. The time of payment, the man- 
ner of payment, the quantity to be paid, ought all to be 
clear and plain to the contributor and to every other person. 

(3) Every tax ought to be so levied at the time or in the 
manner in which it is most likely to be convenient for the 
contributor to pay it. 

(4) Every tax ought to be so contrived as both to take out, and 
keep out, of the pockets of the people, as little as possible 
over and above what it brings into the public treasury of 
the State. 

The Committee is fully in accord with these principles. It 

suggests that the imposition of a higher rate of income tax to 
meet war requirements conform with those principles, because— 


(1) It is based on the theory of “ability to pay” on which the 
rates of existing income tax are based, and it is equitable 
as between the great bulk of taxpayers. 

(2) Once the rates of tax are announced, the amount of tax 
that will have to be paid on any income can be readily ascer- 
tained. 

(3) The manner of payment is satisfactory. The Committee 
knows of no grounds on which there is any scope for com- 
plaint in regard to the consideration given to taxpayers in 
the administration of the existing Income Tax Acts, and it 
believes that the Department can handle the collection of 
additional taxes levied under those acts with equal tact. 
There will be no waste in high collection costs, nor heavy 
costs to taxpayers for expert assistance, and the maximum 
amount will be available for the purposes for which it is 
raised. 

If, however, a new war-time profits tax is introduced and that 
tax applies only to the profits of business, there is immediately a 
discrimination between taxpayers, and all kinds of anomalies and 
inequities will arise. — 

If the benefit which one man derives from the protection of the 
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State equals that of another, there is no justification for requiring 
a contribution towards the cost of the war from any person in 
business without at the same time requiring a similar contribution 
from a professional man or business executive. If it were pro- 
posed to exclude all individuals and limit the tax to companies, 
although the great bulk of business is controlled by proprietary 
or public companies, there are still large businesses controlled by 
individuals, who presumably would escape while comparable 
businesses controlled by companies would be liable to the tax. 
Furthermore, in the assessment of companies, very difficult prob- 
lems must continually present themselves. 

The measure of war-time profits should not be based on a 
comparison between pre-war and war-time results. The pre-war 
profits standard is regarded by all those competent to judge as the 
most unjust feature of the War-time Profits Tax Assessment Act 
1917. If this basis is excluded, there appears to be only one other 
practical means of determining a profits standard, namely, by 
means of percentages on shareholders’ funds. The inequity 
which can arise between various taxpayers will still be very 
great and the collection of tax under such a measure cannot, 
in the opinion of the Committee, give ultimate satisfaction 
to the Government, the taxpayers or the administration. With 
income tax, every individual and every taxpayer feels that he is 
being treated in precisely the same way as everyone else similarly 
situated. Under a war-time profits tax, there would have to be 
allowances or modifications to meet special circumstances. The 
degree of these modifications would depend to a large extent upon 
the ability of interested parties to induce Parliament to include 
special sections in the law to meet the circumstances of their 
particular cases; which in turn goes far to convert the incidence 
of taxation to a matter of accident rather than of principle. 

It is essential that the burden of a tax imposed on companies 
for war purposes should have some relation to that of a similar tax 
on individuals. At the present time, there is a very great incen- 
tive for public companies to refrain from distributing profits 
because the maximum rate of income tax payable by a company is 
2/-, while the maximum rate payable by an individual is 8/6, and 
distribution also involves State Unemployment Relief Tax, which 
is not paid by a company. Consequently, the shareholders in 
companies which are expanding and requiring extra capital, can, 
by refraining from a distribution, continue to employ undis- 
tributed profits as working capital and pay nothing extra on it: 
yet an individual carrying on a similar business as a private ven- 
ture may have his profits similarly capitalised reduced by Federal 
Income Tax to the extent of 8/6 in the £1. In any scheme of 
special war-time taxation, this anomaly should not be intensified. 

The Committee regards it as important at any time that there 
should be no waste in the administration of a taxing measure; but 
it is far more important in war-time that non-productive effort 
should, wherever possible, be eliminated. The administration of 
a war-time profits tax, however, necessarily involves a waste of 
money and of community interests. Its administration requires 
a large staff, including a considerable number of persons reason- 
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ably conversant with accountancy principles, and at a time when a 
shortage of men will be occurring because of the demands for 
personnel for military and other war-time service. In addition, it 
will involve substantial expense and irritation to taxpayers who 
will have to prepare additional returns, comply with Departmental 
demands for information, and check assessments when received. 
None of this expenditure produces anything for the community. 

Finally, the Committee would point out that a war-time profits 
tax on companies must to some extent upset the financial arrange- 
ments of a great many individuals in the community, and this in 
turn must cause some difficulty to the Government, which will have 
to meet pressure from those interests particularly affected by such 
a scheme. An increase in income tax generally, with a possible 
revision of some of the exemptions and deductions, is of so 
general and comprehensive a nature that it cannot be a subject 
of specific complaint by any group or section. 

For the reasons mentioned, the Committee is unanimously of 
the opinion that the fairest way of imposing additional taxation 
for war purposes is to increase the graduated income tax rates— 
i.e., that tax shall be levied wherever possible in accordance with 
the principle of “ability to pay.” The system works with equity 
in respect of all incomes except the undistributed profits of com- 
panies. Distributed income is assessed in the hands of share- 
holders, subject to a rebate in respect of ordinary Commonwealth 
Income Tax paid by companies. Except in the case of private 
companies, undistributed income is taxed at a flat rate, far below 
the maximum rates on high individual incomes, and it is felt that 


these profits should be called upon to bear some of the additional 
burden caused by the war. 

The Committee recommends, therefore, that a special tax be 
imposed on the undistributed income of companies. The Com- 
mittee has given careful thought to the manner in which this could 
be done, and submits the following scheme for the consideration of 
the Government. 


A Tax on the Undistributed Income of Companies 
A tax to be known as the “Undistributed Profits Tax” to be 
levied at a flat rate on the undistributed incomes of com- 
panies. 
“Undistributed Income” means the taxable income of the 
company calculated under the provisions of the Common- 
wealth Income Tax Assessment Act, less: 

a. Commonwealth income tax paid during the year of 
income ; 

b. Income taxes paid during the year of income in any 
country out of Australia in respect of income of the 
company which is taxable income under the Common- 
wealth Act; 

c. The net loss, except of a capital nature, incurred by the 
company in the year of income in carrying on its 
business out of Australia. 

. Dividends received from a company which are paid 
wholly and exclusively out of profits which have borne 
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Private Company Tax or Undistributed Profits Tax in 
the hands of the company paying the dividend or in the 
hands of a predecessor or predecessors ; 

. Dividends paid out of the taxable income of the year of 
income before the expiration of nine months after the 
close of the year of income, except dividends paid 
wholly and exclusively out of profits which have borne 
Private Company Tax or Undistributed Profits Tax in 
the hands of the company paying the dividend or in the 
hands of a predecessor or predecessors ; 

. Income derived during the year of income in respect 
of which a private company has paid or is liable to pay 
tax under the provisions of Division 7 of the Common- 
wealth Income Tax Assessment Act; 

g. Statutory exemption of £500 in every case. 
Income which has borne Undistributed Profits Tax shall, if 
distributed, become assessable income of the shareholders 
without rebate in respect of Undistributed Profits Tax paid 
by the company. 


Comments 


An additional flat rate of tax is recommended for the sake 
of simplicity. It avoids the difficulties and inequities asso- 
ciated with graduated rates based on the “capital” of the 
company. 
The proposed tax closely follows the Private Company 
provisions of Division 7 of the Commonwealth Income Tax 
Assessment Act— 

a., b. and c. are allowable deductions in calculating a com- 

pany’s “distributable income” under S. 103. 

d. See 3. below. 
This also follows the scheme of Division 7. 
Both private and non-private companies should be 
subject to the Undistributed Profits Tax, but as Private 
Company Tax is levied on a part of the undistributed 
income of a non-investment private company, as 
defined, or on the whole of the undistributed income of 
an investment private company, that whole or part 
should not be also subject to Undistributed Profits Tax, 
as it has been notionally distributed and taxed on the 
“ability to pay” principle. 
There seems to be no good reason for granting a rebate 
in respect of Undistributed Profits Tax to individual share- 
holders. The Government requires a definite sum of money 
without being saddled with a latent liability to make subse- 
quent rebates to the public. 

An exception should, however, be made in the case of a 
company which receives a dividend from another company 
paid out of profits which have borne either Private Company 
Tax or Undistributed Profits Tax. 

a. If a company pays Private Company Tax on some 

portion of its income, that income is subject to the 
rebate provided by the Act. It is not right that those 


e. 
f. 
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specially taxed profits should be subject to Undistri- 
buted Profits Tax if received and retained by another 
company. 

. The same position arises where a company has paid 
Undistributed Profits Tax, and later distributes those 
profits to another company. If the second company 
retains those profits, they should not be again subject 
to Undistributed Profits Tax in the hands of the second 
company. 

Where a company pays a dividend to another company wholly 
and exclusively out of income which has borne Private Company 
Tax or Undistributed Profits Tax, that dividend should be exempt 
from Undistributed Profits Tax in the hands of the second com- 
pany. The exemption should be carried through where there is 
a succession of companies. This explains the necessity for pro- 
vision 2. d. in the scheme outlined above. 

There remains the necessity of preventing any avoidance of 
Undistributed Profits Tax. The above scheme repeats a defect 
already existing in the Commonwealth Income Tax Assessment 
Act with regard to private companies. A company could distri- 
bute the whole of its distributable income within nine months, and 
the second company could in the following year distribute its 
income to a third company, and so on, year by year, in the hope of 
the eventual absolution of the Undistributed Profits Tax. 

The object of the proposals is to raise additional revenue quickly 
by increased income tax on individuals and a special tax on income 
which does not reach individuals. It is recommended, therefore, 
that, where one or more companies are interposed between a 
company and the shareholders, the operating company should not 
receive a deduction in its Undistributed Profits Tax assessment 
in respect of dividends paid unless those dividends are in turn 
distributed to the ultimate shareholders within nine months of the 
year of income. S. 125 of the Victorian Companies Act could be 
adopted for the definition of a subsidiary company. Again, the 
Act could be defeated by the payment of dividends to an ex-Aus- 
tralian company. It is recommended, therefore, that no allowance 
be granted to a company in respect of dividends paid to a non- 
resident company. 


Examples 
The following examples are given to indicate the manner in 
which the proposed tax will operate :— 
1. Taxable Income of non-private Company A £10,000 
Less— 
Commonwealth Income Tax paid during 
i i ME bc aa See aa es oe ca ee 


Dividends paid thereout .. .. .. .. .. .. 6,000 
— 6,800 


Subject to Undistributed Profits Tax at x 
A eee ee ere £3,200 
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. Taxable Income of non-investment private 
company B .. 
Less— 
Commonwealth Income Tax neat .. «+ £100 
Dividends actually paid .. .. ove ue Oe 
Undistributed Income subject. to Private 
SN oe ds oe oe be Ghose a OD 


Subject to Undistributed Profits Tax .. .. 


. Taxable Income of investment private 
company C . we i ae 
Less— 
Commonwealth Income Tax “ee Sa he 
Dividends paid .. .. .. 4,000 
Undistributed Income ‘subject ‘to "Private 
EY EN ks a-we ae 6% 4% Haan 


Subject to Undistributed Profits Tax .. 


. Taxable Income of non-private operating 
Company D .. 
Less— 
Commonwealth Income Tax paid .. .. £3,000 
Dividends paid to holding Company E .. 10,000 


Subject to Undistributed Profits Tax in the 
hands of Company D .. .. .. .. .. .. 


Holding Company E receives the above 
dividend in the same income year .. .. 
It also receives a net income from rents of 


Company E pays Commonwealth Income 
, ee 

It pays a dividend to its individual share- 
holders of . Re ee 


Subject to Undistributed Profits Tax in 
hands of Company E .. ‘a Mae 


4b. Two years afterwards, Company D pays 
the whole of the £7,000, on which it has 
paid Undistributed Profits Tax, to com- 
pany E. The remaining income of Com- 
pany E for that year is Net Rents of 
£1000. Commonwealth Income Tax paid 
by Company E during the year of income 
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amounts to £140. Company E pays a 
dividend of £500 to its individual share- 
holders. 

ee ae ee ee 

Less— 

Commonwealth Income Tax 06 

Dividends paid . - 

Dividends received from a "company which 
are paid out of profits — to Undis- 
Gotpatbed Wvetite “TOM 20 22 ce oe se 6 


Subject to Undistributed Profits Tax .. 


Assume the same set of facts as in 4b., 
except that Company E pays a dividend 
of £6,000 to its individual shareholders— 

_ ee eT 

Less— 

Commonwealth Income Tax _ ie ween 

Dividends paid . ‘ 

Dividends received from a ‘company which 
are paid out of profits — to Undis- 
tributed Profits Tax .. .. 2. 0. 02 oe 


Subject to Undistributed Profits Tax .. . 


. Company F receives from another company 
a dividend of £6,000 paid out of profits 
chargeable with Private Company Tax. 
It also derives dividends of £3,000 from 
other sources. It pays to its sole share- 
holder, Company G, two dividends, one 
of £4,000 and the other of £1,000. The 
first dividend is paid out of the £6,000, 
and the second out of the £3,000. 
Taxable Income .. .. . ‘ 
Less— 
Commonwealth Income Tax .. .. .. Nil 
Dividends paid .. . . .«. £1,000 
Dividends received paid out of profits sub- 
ject to Private Company Tax .. .. .. 6,000 


Subject to Undistributed Profits Tax .. .. 


N.B.—Company G will be exempt from 
Undistributed Profits Tax on the 
dividend of £4,000, but not on the 
dividend of £1,000. 
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Punch Cards as an Aid in Industrial Accounting 


By J. N. KEYNES, A.C.A.A., A.1.C.A. 


(A lecture to the South Australian Division of the Australasian 
Institute of Cost Accountants) 





Since fixing the title of my address I have felt that perhaps it is 
a little misleading; it may suggest that I am to refer to punch 
cards as an aid in industrial accounting in a general way, whereas 
it is my intention to deal with a particular installation, namely, that 
existing at the Broken Hill Associated Smelters Pty. Ltd., Port 
Pirie. I hope, however, that as practical accountants, you will 
find some interest in the detail of a system which is actually 
operating in your own State. 

Before embarking on this description I should like to mention, 
by way of supplying a background to my talk, a few things about 
these Works. They embrace the largest complete lead smelting 
and refining unit in the world, and are staffed exclusively by 
Britishers and, predominantly, Australians; their production of 
lead represents about 10% of world output. The present pro- 
prietary was formed in 1915, in the early part of the last war, 
and since then has produced— 

BME ce as 00 00 40.0%. cee oe 
Silver .. .. .. .. .. .. ++ 167,000,000 ounces 
EE ea eA ee ak oe 130,000 ounces 


besides various by-products. In addition to the lead smeltery, 
zine calcining and the production of sulphuric acid is carried on. 
Servicing these productive activities is a large engineering organiza- 
tion to cater for maintenance and construction work, power plant, 
sampling and assaying department, transport and handling equip- 
ment, stores and the accounting department itself. It would not 
be inappropriate at such a time as the present to refer to the fact 
that, although lead is numbered among the first twenty commodi- 
ties as essential in the successful conduct of war, it is largely a 
peace time product. In other words, the demand for lead is less 
acute when normal avocations of countries are subjugated to the 
pursuits of war. Lead is mainly used in the manufacture of 
paint, cable covers, battery plates, various alloys, and in buildings. 

At the outset, it is desirable to state the reasons which prompted 

the introduction of the punch card system into our Works. With 
a knowledge of these objectives you will be enabled to judge 
whether or not we are on the road to attaining them. I say “on 
the road” advisedly, because the system has been operating only 
for twelve months, but this notwithstanding, I believe we have 
accomplished satisfactory progress. However, you can judge that 
for yourselves. To get back to the objectives, these can in short 
be stated as— 

(1) A desire to make available to those who could effectively 
use it, more completely and expeditiously, information re- 
lating to the business of the Company ; 

(2) To save time on laborious clerical work. 

Our aims will, I hope, reveal themselves in more concrete terms 


during the progress of the evening. 
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The Equipment Used 

The British Powers Accounting Machines installed in Port 
Pirie comprise : 

2 Automatic Key Punching Machines 
1 Hand Punch 

1 Hand Verifier 

1 Automatic Sorting Machine 

1 Printing Tabulator 

The fundamental idea behind the punch card system is to express 
in perforations on cards data which has diversified uses. The 
first step is the punching of the cards from original information, 
then comes verification, followed by sorting into desired sequences, 
and finally, tabulation wherein is printed the information on 
sheets, throwing sub-totals, grand totals and grand grand totals 
where desired. While invoicing, ledger posting and other 
finished jobs are obtainable quite readily from the tabulator, the 
proponderance of work, best suited for this system, is large-scale 
analysing and accumulating, the final presentation being left to be 
accomplished in the ordinary way. 

Closely allied to the machines themselves is their housing and 
appurtenances in the way of furniture. It is desirable because of 
the noise factor to place the machines in a room or rooms away 
from other accounting activities, and for the greater comfort of 
the punch card operators, sound absorbing ceiling and walls should 
exist. Another reason for isolation is the necessity to protect 
cards from unauthorised interference; the volume of cards going 
through an installation is usually so large that chaos is prevented 
only by exercising rigid and systematic control. There is 
nothing special to say about furniture and fittings excepting that 
shelf accommodation should be adequate. Our room is provided 
with steel shelving to cater for two years’ used cards, after which 
the cards will be boxed for another couple of years and then 
destroyed. We have plenty of desk and cupboard space because 
the work should not be cramped if high efficiency is to be attained. 
A small workbench with drawers for tools and spare parts is an 
essential requisite for a remote installation. To combat the dust 
nuisance the room is sealed excepting a louvre door, and ventila- 
tion is secured by a suction fan in the wall. 

Preparatory Work 

The changes in the accounting system rendered obligatory by 
the commissioning of the Powers equipment were fairly extensive 
and entailed immediate and long-distance planning. In other 
words, the work to be undertaken straight away had to be deter- 
mined, and in addition, the possible range of future work had to 
be anticipated. This is so because the tabulator is built to speci- 
fication. Naturally, it is of prime importance to study the capa- 
bilities of the machines. The experience of other people helps in 
a general way, but in the long run the installation becomes one of 
individual requirements. 

After deciding upon the work to be taken over, one of the early 
considerations is the establishment of codes. In our case they 


number five— 
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(a) Standing Orders 

(b) Element and sub-element of Cost 
(c) Employees’ designations 

(d) Class of Hours 

(e) Stores 

What amounts to another code is the fact that employees upon 
registration are given a number which they retain for the duration 
of their association with the Company. 

The importance of having well-considered codes can scarcely be 
over-emphasised. In designing them, particular attention should 
be given to the attainment of desired results with a minimum of 
sorting. A few words concerning these codes are timely here :— 


(a) Standing Orders: 

Most costing systems of any magnitude demand works sym- 
bolisation as a means of shortly describing each section of the 
plant. This is an interesting phase, but I must pass on with no 
more than a brief mention of the principles now extant in the 
Works. Each department is given a distinguishing letter or 
combination of letters; departments are subdivided into sections, 
and sections in turn are split into two parts, namely, operating 
and maintenance. These parts are then broken up into further 
components known as standing orders, which are actually groups 
of jobs. Blocks of letters and figures are reserved for various 
departments, sections and standing orders, and are designed in 
such a manner that the job number itself connotes the standing 
order, section and department to which it belongs. 

As mentioned, the department is coded by means of a letter or 
letters, but because the tabulator we purchased would not print 
alphabetical information, (a wholly numerical type suited our 
general needs better than a mixture of alphabetical and numeral), 
it became essential to devise a code for these alphabetical symbols. 


(b) Element and Sub-element of Cost: 
Cost elements are divided into 10 main groups— 
Salaries 
Labour 
Stores 
Fuels, etc., 
and where necessary, the main elements are subdivided to give 
additional information—for instance, labour is made up of various 
gangs, viz., carpenters, fitters, boilermakers, together with their 
respective assistants, labourers, apprentices, etc. Thus labour is 
main element 1, while the fitters’ gang is sub-element 23, so that 
wages expended in the fitters’ gang would be coded 123. 
(c) Employees’ Designations: 
This code indicates the trade to which the employee belongs, 
viz. : 
Apprentice 
Leading Hand 
Foreman 
Mason 
Welder 
Carpenter, etc., 
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and enables us to procure statistics relating to the class and dis- 
position of labour. 


(d) Class of Hours: 
The code in this case provides for a distinction being observed 
between ordinary time, overtime, concessions, etc. 


(¢) Stores: 

The stores code gives a six figure symbol for each item in the 
Works Store. Each line was in the first instance placed in one 
of ten groups; the groups were then broken up into sections (a 
maximum of 99) and the sections into items (a maximum of 999). 
The method resembles the Dewey system used in public libraries 
for cataloguing books. Ample room exists to cater for the 5,000 
different items carried, and for new lines as they make their 
— 

Types of Cards Used 

The layout of the punch cards requires careful planning, regerd 
being had to— 

(a) Technical considerations 
(b) Work to be undertaken 
(c) Future development 


To facilitate punching, information, where the volume of work 
warrants it, is placed from left to right across the card in order of 
its ascending liability to alter; this permits of the set-up from the 
previous punching being used until a change occurs. We use four 
different types of cards for our work, viz., Wages and Bonus, 
Stores, Employees’ Industrial History, and Cost Summary Cards. 
It suits my purpose to introduce the last-named later on, but the 
information punched on the other three are :— 


Wages and Bonus Stores Employees’ 
Industrial History 

Date Date Date of birth 
year year day 

month month month 

period period year 

day day Employee No. 
Element Element Union 

main main Group Assurance 
sub sub Married/Single 
Employee Requisition No. Dental Clinic 
number Catalogue No. Staff Prov. Fund 
designation Group Accident Fund 
Class of Hours Section Sickness __,, 
Rate of Pay Item Hospital ,, 
pence Nationality 
fractions Previous Service 
Expense designation Expense desig. Entered Service 
Standing Order Standing Order day 

(incl. Dept.) Job No. month 

Job No. year 
Hours Quantity 
Wages Amount 
Bonus 


There is hardly the need to point out that the permutations of 
this comprehensive range of data are many. 
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Staff Training 

In the actual formulation of the punch card system, staff con- 
ferences were availed of. These meetings had a two-fold ad- 
vantage—first, they promoted a sense of co-operation and interest 
in the work, and secondly, they afforded a valuable check against 
overlooking essentials. 

It was not possible, however, to keep all the staff au fait with 
the whole of the developments which led up to the finally adopted 
plan, so this was remedied by drawing up charts on large sheets of 
brown paper, and using them to illustrate talks to the various 
groups on their particular duties. The several offices concerned 
were not only told of the part they were expected to play, but were 
as well shown where their job fitted into the general scheme of 
things. 

As well as instructing the office staff, the system had to be ex- 
plained to departmental superintendents, engineers, foremen, and 
others, to whom the data would be issued. The charts made this 
task much easier than otherwise would have been the case. 

You might feel that I am unduly stressing the need for this 
educational campaign, but the radical changes in the existing 
system demanded it. While it was our wish to convert as little 
of the old system as possible at a time, nevertheless, a good portion 
of the accounting routine was affected from the outset. More- 
over, as it was not possible to run the new system in parallel with 
the old one, the latter had to be abandoned as from a given point 
in time. 

So far, I have dealt with the accounting staff and others who, on 
the one hand, feed the Powers department and/or collate the 
information produced, and those on the other hand who use the 
cost information supplied by the machines as an adjunct to cost 
control. There remains to mention the Powers operators. As 
Port Pirie is far removed from Melbourne, the nearest place where 
expert mechanical aid is available, we sent a young mechanic to 
Melbourne for training for a few months. This officer, upon 
return, was made mechanic-operator. The arrangement is an 
admirable one, for it ensures, in a high degree, continuity of 
operations and provides, among other things, invaluable technical 
skill in the evolution of new work. But the advantage of having 
the mechanical man continuously on the job is obvious. It has 
been demonstrated repeatedly that young girls make the best punch 
operators. We tried male clerks, but were unable to get desired 
results, and at that stage we were not in a position to persevere. 
We were fortunate in being able to obtain the services of a trained 
operator, who taught a second girl. 

A staff of four is required to operate the installation, with an 
understudy mechanic and puncher who can be called in to relieve 
when necessary. 


The Operation of the System 
Prior to describing the output of the machines, I must tell you 
something of the sources from which the data is punched. 
Until recently we were recording on punch cards only data 
relating to wages and bonus and stores, that is, their value, volume, 
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destination and other particulars as reflected on the specimen cards 
shown. Beginning with wages and bonus, which are accommo- 
dated on the one card, the information reaches the cards from 
either of two sources :— 


(a) Daily Time Tickets 
(b) Fortnightly Shift Bosses Allocation Sheets. 


Without worrying about the exceptions to the rule, the daily 
time tickets record the time of day workers, viz., engineering and 
service gangs, whilst the Fortnightly Shift Bosses Allocation 
Sheets reflect the time of the shift operators. Generally speaking, 
day workers are employed on several different jobs each day, 
whereas shift workers are often occupied on the same job for the 
whole fortnight. A daily time ticket is prepared for every 
individual day worker, which is filled in by his foreman to show 
the time worked on each job. The tickets are priced and coded 
by the cost office during the late afternoon (they are of course 
anticipated to a certain extent, but any change is noted, and trans- 
fers or credits effected next day), and forwarded to the Powers 
office in bundles representing gangs—a card is then punched for 
every job allocation for each man. Turning now to shift workers, 
their time is recorded on the allocation sheets for the pay fort- 
night, at the conclusion of which it is totalled, priced, and coded 
by the Time office, and forwarded to the Powers room for punch- 
ing. Whereas daily costing is in force in respect of engineering 
and service labour, it would be of small value in the case of 
operating labour, whose task is a regular one, and remains constant, 
more or less, from one year’s end to the next. 

With regard to Stores, foreman and others obtain their require- 
ments in exchange for a signed requisition. These vouchers, con- 
taining a description of goods required, number and job destina- 
tion, are prepared in the morning by various departments, and are 
gathered up by the Stores Department, who deliver the articles in 
satisfaction thereof. After being receipted, the requisitions are 
priced and coded, and sent on for punching. 

The day workers’ time tickets, approximately 1200 per day, 
reach the Powers Office between about 3.30 and 5 p.m. on the day 
the time is worked; the Stores requisitions (about 350 per day) 
are handed in to Powers by about 11 a.m. on the day following 
the day to which they relate. Both lots are punched immediately 
and balanced with the check totals accompanying them. After 
verification, the cards are sorted into the sequence required, and 
tabulated. 

On the financial accounting side, the Powers Department pro- 
duces the following information as a regular routine— 


(a) Daily—the total time worked each day by each day worker, 
and the class of time and rate at which he was employed 
for purpose of checking off with the time recorded on clock 
cards by electric time clocks situated at the main gate to 
the works. This tabulation also provides the means for 
recording on the clock cards the number of hours and rates 
payable therefor for the information of employees. 
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(b) Fortnightly—the total hours, wages and bonus of each 
individual for pay-roll purposes. This necessitates a com- 
posite sort of day and shift workers’ punch cards. The 
tabulation eliminates all computation of time and wages in 
the Time Office. The information is transferred to the 
pay-roll on which has already been recorded deductions 
and the net pay is thus arrived at. 

Four-weekly— 


(1) The value and quantity of each item of Stores issued 

during the four weeks for posting to stores stock 
cards. This tabulation reduces the posting of store 
usings on the stock cards to a minimum, for instead of 
daily posting, the ledger cards are entered at 4-weekly 
intervals, yet the whole of the detail is available in 
strict chronological order. When intermediate in- 
formation is required, say, for stocktaking purposes 
(and here it is remarked in passing, that stores them- 
selves are shelved in the same order so far as it is 
physically possible as the store code referred to 
earlier), a special tabulation is prepared in a few 
minutes to the point desired, so as to arrive more 
easily at the book stock on hand, for purpose of com- 
paring with actual stock. 
The wages and bonus and material cost of each job 
for posting to Job Cost Ledgers. The tabulation also 
produces departmental section totals for inclusion in 
the Process Cost Sheets. 


In connection with the reference to Job Cost Ledgers, it is 
interesting to record that within the last few weeks, the posting 
to these has been abandoned. I do not want it understood that 
we just stopped doing the work and put nothing in its place. 
Powers provided a simple alternative. As I previously stated, we 
punched cards relating to wages, bonus and stores, but naturally, 
while these debits form a very high percentage of the total direct 
charges to jobs, there are other debits arising out of transport 
and handling, sampling and assaying, &c. By punching an ad- 
ditional 1,000 cards per month to cover these sundry items, we 
become possessed of the complete direct cost of every job in punch 
cards. However, we did not feel disposed to rely on these detail 
cards entirely, so we are punching summary cards showing the 
total amount of wages, bonus and stores for each job. These 
summary cards are a distinctive colour, and are filled with the 
sundry services cards in job sequence. If the total cost of a job 
is called for, the summary cards, therefore (filed altogether), are 
taken from the cabinet and tabulated, and if detail is required, the 
detail cards, also filed in job order, are plucked out and tabulated. 
Thus the summary cards provide check totals for the detail cards, 
and a ready means of ascertaining the completed cost of jobs if that 
is all which is required. The saving that this scheme alone means 
is appreciable. 

Then, as an adjunct to cost control in contra-distinction to cost 
recording, the undermentioned daily tabulations are released :— 
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(a) To the foreman of engineering and service gangs, showing 
in respect of wages and bonus in job number sequence: 


Employee No. 

Designation 

Class of Hours 

Rate 

Standing Order and Job No. 

Hours 

Wages 

Bonus 
and to the same staff members in respect of stores, in job 
number sequence: 


Catalogue No. 

Standing Order and Job No. 
Quantity 

Value 

(b) Similar information is also computed for departmental 
superintendents, covering the jobs operated upon by all 
gangs in their particular department. 

These tabulations become available about midday following the 
day the expense is incurred, and give those concerned the oppor- 
tunity of checking the accuracy of the expense destination, but 
more important, keeps them in touch with the cost of the work 
under their direction. 

(c) At the end of the four weeks, the departmental superin- 
tendents are supplied with a summary of the labour, 
material, etc., cost of each job for the period. 

A further regular job lately commenced, is a weekly return re- 
flecting the disposition of labour over various expense groups. 
This is based upon the number of hours worked by each class of 
employee in each group. The total hours are divided by 44 (the 
length of the industrial week worked) to give the average number 
of personnel engaged. In nature, the statement is a cost state- 
ment expressed in man-power in lieu of the customary Australian 
currency. ' 

One of the outstanding advantages of the punch card system is 
the ability to procure special analyses of jobs expeditiously when 
required. These analyses can take many forms, as the compre- 
hensive data originally punched would indicate. 

Examples are :— 

The foreman painter might require as a check the quantity 
of paint used per square yard of painting area, or the time 
occupied in using one gallon of paint. These factors are 
useful for estimating and in providing a check on the work 
performed by his men. 

The foreman mason might ask for the cost and time in laying 
1,000 bricks or per yard of concrete. 

The foreman boilermaker finds it useful to ascertain the cost 
of fabricating steel per ton. 

It is possible, therefore, to establish the cost of various units or 
the performance of individuals, and comparison provides an 
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effective medium of control. This type of information can be 
made available very quickly and with a minimum of human effort. 
By making a practice of reducing typical jobs to a convenient unit 
basis, valuable statistics and trends are brought out. 


Cost Control 


Because it is wrapped up in the objectives enunciated at the be- 
ginning of this talk, I would like to say something on the subject 
of cost control—the most vital factor of which is no doubt that 
of comparison. The efficacy of comparison depends on who does 
the comparing, and with what. I know there exist various 
methods of budgeting and of fixing standards wherein departures 
from estimates are investigated. There is no gainsaying that 
these methods, in conditions which suit them, are effective—our 
own four-weekly process costs are, item by item, shown against 
a “bogey” expressed in expenditure, cost per ton, and quantities. 
It has, however, always appealed to me as a most difficult, if not 
impracticable task, to arrive at standards for individual main- 
tenance jobs. This work is seldom the same in character, yet it 
looms very large in operating costs, and is hard to control. The 
reasonableness of operating labour, supplies, fuels, etc., can be 
measured by comparison with past or anticipated practice, but not 
so with maintenance work, excepting in a general way. Even 
assuming expenditure lends itself to testing with a measuring 
stick, this system of control by itself loses its vitality unless it 
embraces the co-operation of all interested staff members. The 
control of costs, if maximum results are wanted, should begin in 
the field, supplemented by such other checks as are suitable. 
Control in the field is obtained in two ways, first, by the watchful- 
ness of the foreman in ensuring that his men are effectively em- 
ployed, and that no waste occurs in the use of the material. If 
his men are scattered, the personal check is diminished, but. this 
is in part counteracted by having a leading hand in charge of each 
party. The foreman, from his practical experience, forms a 
good idea as to whether the time spent on a job is reasonable. The 
“shop-walking” type of supervision is common to most organisa- 
tions, and is unquestionably of value, although to some extent, it 
may become superficial. To give the foreman a deeper knowledge 
of what is going on, it becomes essential to supply him with a 
third eye in the shape of regular and detailed cost of the jobs his 
men work on. I know that some concerns regard their foreman 
as being incapable of benefiting from the perusal of such figures, 
but I might say that we have a very wholesome respect for the 
intelligence and capacity of our foreman staff. It is, however, 
not sufficient just to supply the cost figures, they should be accom- 
panied by an estimate of the cost of the job. At regular meetings, 
costs should be reviewed and explanations of variations called for. 
In our own case, we prepare plans, specifications and estimates for 
large engineering jobs, and these are primarily undertaken under 
the direct supervision of one of the engineers, but smaller jobs are 
principally carried out by foremen, with reference to the engineer 
as necessary. This state of affairs makes it very desirable to 
place foremen in possession of all relevent facts available. In 
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my opinion, it definitely repays an organisation to have an esti- 
mating staff make estimates of as many jobs as possible. Quite a 
strong move is to get the foremen to furnish their own estimates. 
To sum up, my point is that in addition to the check provided 
by standards and managerial investigation into variations there- 
from, the co-operation of foremen should be enlisted, because, 
after all, they are in immediate control of labour and the use of 
materials. It is unreasonable to expect initiative and energy on 
the part of these individuals unless they are familiar with cost 
detail, which we supply per medium of the tabulations already 
described. Whether or not is is agreed that the application of punch 
card methods is correct in a particular instance, I think that you 
must inevitably come to the conclusion that this form of accounting 
has almost limitless potentialities. That the method can be suc- 
cessfully used in many different spheres has been demonstrated in 
Australia, England, and elsewhere. The equipment would, of 
course, be quite out of place in the office of a suburban grocer, 
) but it is equally absurd to suppose that it can only be economically 
utilised in such tasks as the computing of a national census. 
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The Scheme of Arrangement under Part XI of 
the Bankruptcy Act 


By Norman S. YOUNG, A.I.C.A. 


Generally 

The administration of a debtor’s estate in bankruptcy contem- 
plates the immediate realisation of his assets and the application 
of the resulting proceeds, firstly in the payment of the costs of 
administering the estate and the priority debts, and secondly, in 
the payment of dividends on the claims of the unsecured creditors 
(S. 112). 

Where the debtor’s estate includes a business it must be sold, 
unless the trustee obtains permission under S. 107 (a) “to carry it 
on for its beneficial winding up.” It is not competent for 
creditors to direct the trustee to continue trading with the object 
of earning profits (Ex p. Emmanuel 17 Ch. D. 35), and even 
when clothed with the authority provided by S. 107 (a) the trustee 
must direct all his efforts to winding up and the carrying on 
must be governed by this factor. 

This procedure is fairly representative of the policy of bank- 
ruptcy legislation as it may be said generally that the winding up 
procedure in bankruptcy is largely governed by mandatory pro- 
visions which leave the creditors very little absolute discretion 
in connection with the conduct, management and realisation of the 
bankrupt’s affairs. The trustee, although he is appointed by the 
creditors, is an officer of the Court and is, therefore, directly 
responsible to the Court and not to the creditors for his actions. 

Bankruptcy legislation has undergone some curious changes 
since it made its first appearance in England in 1542, and it is 
to be observed that to the extent possible, the legislature has 
attempted to maintain the bankruptcy laws in conformity with 
prevailing conditions in commerce. Thus, in England statutory 
recognition was given by the Deeds of Arrangement Act 1914 to 
arrangements between debtors and creditors which departed from 
the bankruptcy principle of immediate realisation and distribution 
and provided as an alternative a much more elastic and liberal 
winding up procedure. 

In Australia, in 1928, with the proclamation of the Federal 
Bankruptcy Act, substantially similar facilities were given to 
creditors under Parts XI and XII of the Act. These two parts 
were directed at the same broad purpose, namely, the provision 
of an alternative to bankruptcy in those cases where creditors were 
of the opinion that a more satisfactory winding up or adjustment 
of the debtor’s affairs could be effected without the publicity, stigma 
and statutory control which are inherent in all sequestrations. 


Procedure 
The scheme of arrangement under Part XI acquires its binding 
force from the passing of two resolutions at a meeting of creditors 
duly called pursuant to the provisions of S. 157 of the Act. The 
first resolution must be passed by a majority of three-fourths in 
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value and number of the creditors actually voting on the resolution, 
and the second or confirmatory resolution must be passed by the 
same majority. The chairmen’s certificates of the resolutions 
passed at these two meetings, together with a signed copy of the 
statement of assets and liabilities presented by the debtor to the 
first meeting are filed in the Court and, if no objection is taken 
by any creditor within fourteen days after filing, the scheme 
becomes finally binding. The times within which the prescribed 
procedure must be carried out are specified in Ss. 157 and 161. 
Definition 

In the absence of a statutory definition of the term “scheme of 
arrangement” the judicial one supplied by Paine J., at p. 228 in 
re Cook, 3 A.B.C., is most helpful in assessing the practical utility 
of this type of proceeding. This definition took the following 
form : 

“The term ‘scheme of arrangement’ and also the word ‘arrange- 
ment’ have the very widest signification, as a number of authorities 
show, and, in fact, either may even include a composition. But 
generally a ‘scheme of arrangement’ means a setting in order of the 
affairs of the person in question, and does not necessarily entail a 
settlement or satisfaction. It is, I think, clear from the language 
of S. 161, that a very wide power of arranging and, if necessary, 
settling the affairs of a debtor is vested in his creditors acting under 
that section.” 

In addition, Paine J., in re Ross, 6 A.B.C., p. 286, subscribed to 
the view that a scheme of arrangement might well be regarded 
as a statutory contract between the creditors, the debtor and the 
trustee. 

The definition of Paine J., above referred to, has been of 
immense value to those persons who have had occasion to use the 
Part XI Scheme of Arrangement in practice, as it has crystallised 
the relevant statutory provisions of Part XI into a practical and 
extremely useful system for adjusting or winding up a debtor’s 
affairs in the manner most suitable to the individual case under 
consideration, notwithstanding the incompleteness of these pro- 
visions. 


Statutory Provisions Applicable to Schemes of Arrangement 


If reference be made to the provisions of Part XI it will be found 
that only a comparatively few of the sections contained in the part 
apply to schemes of arrangement. At the most these would be 
Ss. 157-161A inclusive and S. 188, with possibly Ss. 173, 180, 185 
and 186 in a modified form. In view of this limitation it will be 
found in practice that the scheme of arrangement will have to be 
administered without the application of those bankruptcy doctrines 
which are directed at ensuring an equitable winding up, e.g., 
avoidance of unregistered securities, settlements, preferences, etc. 

This factor will operate as an advantage, in certain circumstances, 
and a disadvantage in others. The complete freedom of arrange- 
ment which the scheme of arrangement provides is a distinct 
advantage, as the creditors in formulating the scheme are not 
hampered by any section similar to S. 199 which applies to all 
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deeds of arrangement under Part XII. On the other hand, the 
fact that undue preferences, settlements and executions cannot be 
attacked by a trustee under a scheme will be a disadvantage if 
circumstances exist which require the application of these pro- 
visions of the Bankruptcy Act in order to give an equitable winding 
up of the debtor’s affairs. 


Expenses Incurred in Carrying on Business 


Where a debtor’s business is carried on under a scheme of 
arrangement, there is no legal bar to provision being made in the 
scheme itself for the protection of creditors who make supplies 
available for the purpose of carrying on. Indeed such a provision 
is eminently desirable and logical because any arrangement under 
which the business of an insolvent debtor is to be carried on must 
fail from the outset if additional working capital is not provided, 
usually by the creditors who are already involved. 

If this working capital is made available by creditors in the 
hope that the debtor’s business can be conducted profitably with 
the object ultimately of paying the creditors, the protection of such 
creditors who give this accommodation does not in any way offend 
against either the spirit or the policy of the bankruptcy laws. (See 
in re Hennig, 6 A.B.C., 95; In re Cronin, 8 A.B.C., 114; In re Ross, 
6 A.B.C., 236.) 


Proving of Debts and Dividends 


There is no express provision in Part XI regulating the proving 
of debts and the declaration of dividends under schemes of arrange- 
ment. In South Australia the practice has been developed of calling 
for proofs in those cases only where a dividend is about to be 
declared. In this connection, the same procedure with regard to 
treatment and filing is adopted as in bankruptcy. Where a divi- 
dend is not likely to be paid then no attempt is made to obtain 
proofs from creditors. 

The declaration of dividends is carried out in exactly the same 
manner as in bankruptcy, and authority for the adoption of this 
procedure is possibly to be found in S. 185 of the Act. The pro- 
visions of S. 112 where applicable to a particular estate should be 
observed. 

Suitable Cases for Schemes 


The scheme of arrangement is generally adopted in those cases 
where the creditors are prepared to give the debtor an opportunity 
of showing that he can improve his position by carrying on his 
business operations, and where there have been no transactions 
which require the investigation of the trustee with a possibility of 
the trustee having to invoke certain bankruptcy doctrines with the 
object of having such transactions set aside. 

The necessary control under the scheme is achieved by the 
appointment of the trustee to administer it, and by the inclusion 
therein of protection for creditors who assist the debtor financially 
in carrying on his business operations. 

In practice this mode of administration has worked admirably, 
the desire of the general body of unsecured creditors to get the 





1940 THE AUSTRALIAN ACCOUNTANT 111 


maximum dividend out of the estate and the power given to any 
creditor under S. 161 of the Act to have the terms of the scheme 
considered by the Court effectively preventing any abuse of the 
discretion which the Court has permitted the debtor and his 
creditors to exercise in arranging the debtor’s affairs in this way. 


Example of a Scheme of Arrangement—Carry on—General 
Business 


“That AB of in the State of South Australia, (hereinafter 
referred to as ‘the debtor’) hereby submits to his creditors who hereby 
accept the following proposal for a Scheme of Arrangement of the debtor’s 
affairs under Part XI of the Bankruptcy Act 1924-1933 (hereinafter referred 
to as the ‘said scheme of arrangement’). 

1. That CD of , Chartered Accountant (Aust.) (hereinafter 
referred to as ‘the Trustee’) be and is hereby appointed Trustee. 

. That the creditors in consideration of the undertakings and agree- 
ments hereinafter contained on the part of the debtor to be observed 
and performed hereby agree to hold over their claims against the 
debtor until the said Scheme of Arrangement shall be determined as 
hereinafter provided. 

. That the debtor shall during the existence of the said Scheme of 
Arrangement conduct manage and carry on his business operations 
subject to the direction control and advice of the Trustee. 

. That the Trustee in addition to the powers conferred upon him by 
the Bankruptcy Act and the Rules thereunder is hereby given express 
power in the name and on behalf of the debtor to:— 

(1) Sell the whole or any part of the debtor’s real or personal property 
in one or several lots by public auction or private contract: 

(a) If he considers that the debtor’s business cannot be conducted 
profitably, or 

(b) If he is directed so to do by a Resolution of three-fourths 
in value of the creditors present at a meeting and voting on 
such Resolution. 

(2) For the purpose aforesaid the debtor hereby agrees that he will 
when called upon so to do by the Trustee execute such documents 
as the Trustee may require for the purpose of transferring his 
real and personal property to the Trustee, or to any other person 
nominated by the Trustee. 

(3) Subject to the provisions of Clause 7 hereof grant and take such 
securities over the debtor’s present real and personal property, 
and further acquired property on such terms and subject to such 
conditions as he may be directed by a resolution of three-fourths in 
value of the creditors present at a meeting and voting on such 
resolution. 

(4) Require the debtor (who in such event hereby agrees) to pay to 
him or into his Bank Account all or any moneys received in the 
course of business or from the realisation of assets which are not 
vested in him at the date of sale. 

(5) To appoint a manager in lieu of the debtor to conduct and manage 
the debtor’s business, and to engage and dismiss such employees 
as he considers necessary for the proper working or carrying on 
of the said business. 

(6) Call a meeting of the creditors pursuant to this Scheme of 
Arrangement at any time that he considers it desirable or when 
requested so to do in writing by any three creditors whose claims 
exceed £25 each. 

. That no sale disposition or transfer conveyance or assignment of 
any portion of the debtor’s real or personal property or further 
acquired property shall be made by the debtor without the express 
consent of the Trustee. 

. That after paying all costs charges and expenses incurred in carrying 
on his business operations the debtor shall pay any surplus moneys 
to the Trustee from time to time as directed by the Trustee so to do, 
and such surplus moneys together with receipts from any other source 
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whatsoever, including the proceeds from the realisation of that portion 

of the debtor’s real and personal property sold pursuant to Clause 

4(1) hereof shall be applied by the Trustee in the following order 

of priority :— 

(a) Trustee’s remuneration which is hereby fixed at the sum of 

per annum, together with the debtor’s solicitor’s costs 

and the costs of the meeting of creditors held on the 
together with any costs, charges and expenses incurred by the 
Trustee in carrying out the terms of this Scheme of Arrangement. 

(b) Pro rata distributions from time to time amongst the unsecured 
creditors, subject to the prior payment of those debts which would 
have been paid under S. 84(1) of the Bankruptcy Act if the 
debtor’s estate had been sequestrated. 
. It is hereby expressly declared and agreed that all amounts payable 
under Clause 6(a) hereof and costs, charges and expenses incurred 
by the debtor in carrying on his business operations shall be a first 
charge on the debtor’s real and personal property in the event of 
the debtor or the Trustee being unable to pay such claims in whole 
or in part from moneys arising in the ordinary course of business, and 
on the realisation of the debtor’s real and personal property or any 
part thereof, subject to the costs of realisation, the proceeds available 
shall be applied firstly in discharging the amounts, if any, owing under 
Clause 6(a) hereof, and secondly the unpaid costs charges and 
expenses incurred by the debtor in carrying on his business operations. 
. That all creditors including creditors holding securities shall prove 
their debts in accordance with the appropriate provisions of the 
Bankruptcy Act and Division 12 of Part III of Bankruptcy Rules 
No. 77 of 1934. 
. In the distribution of funds amongst unsecured creditors pursuant to 
Clause 6 hereof, the Trustee shall observe the procedure laid down by 
Division 6 of Part VI of the Bankruptcy Act 1924-1933 and Division 
14 of Part III of Bankruptcy Rules No. 77 of 1934. 
. That the claims of unsecured creditors shall not carry interest as from 
the date of this Scheme of Arrangement. 
. That this Scheme of Arrangement shall remain in force until :— 
(a) The creditors by an extraordinary resolution as defined in 
Section 4 of the Bankruptcy Act 1924-1933 at a meeting duly 
called by the Trustee shall have determined it, or 

(b) bs creditors shall have received 20/- in the £ on their respective 
claims. 

. In the event of the whole or substantially the whole of the debtor's 
real and personal property being sold pursuant to Clause 4(1) hereof, 
and the resulting proceeds providing a dividend of less than 20/- in 
the £ on the claims of the unsecured creditors the creditors may by 
Extraordinary Resolution at a meeting duly called by the Trustee 
for that purpose agree to release the debtor from the balance of their 
respective claims on such terms and conditions as may be agreed.” 


The above Scheme of Arrangement contemplates the charging 
of the debtor’s assets with the payment of the expenses incurred 
in carrying on the debtor’s affairs. If this is not desired Clause 7 
of this Scheme should be excluded. 

Provided it is desired to retain in the Scheme the power to 
realise the debtor’s assets (without necessarily giving the current 
creditors a charge on them) Clause 6 of the Scheme can remain 
unaltered as it is essential to have a method of distributing the 
proceeds from the sale of assets in the Scheme if the power to 
realise is given to the Trustee. If it is not intended to give the 
Trustee power to sell the assets Clause 4(1)(2) should be elimi- 
nated and Clause 6 altered to read as follows :— 


“That after paying all costs, charges and expenses incurred in carrying 
on his business operations the debtor shall pay any surplus moneys 
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to the Trustee from time to time as directed by the Trustee so to do, 
and such moneys shall be applied by the Trustee in the following order 
of priority :— 
(a) Trustee’s remuneration which is hereby fixed at the sum of 
per annum, together with the debtor’s solicitor’s costs 
and the costs of the meeting of creditors held on the 
together with any costs, charges and expenses incurred by the 
Trustee in carrying out the terms of this Scheme of Arrangement. 
(b) Pro rata distributions from time to time amongst the unsecured 
creditors.” 
It will be noted that the Scheme expressly contemplates the debtor 
carrying on and not the Trustee. This is to avoid any possibility 
of the Trustee being personally liable for the expenses incurred in 
carrying on, and also to make it necessary for the Trustee to 
account to the Court only for surplus moneys received and not 
to furnish a detailed account of the daily transactions of the 
debtor’s business as would be required if the Trustee himself were 
carrying on the business. 
It is suggested that the Trustee authorise the debtor in writing 
where he can make his purchases, fixing limits in individual cases. 





The Selling Expense Budget 
By R. A. HIcKIN, A.1.C.A. 


Given a good system of accounting for selling costs and ex- 
pense, there is no reason why it should not be possible in almost 
every case to prepare a selling expense budget with close accuracy. 
The expenses grouped under the general term selling expense, 
or selling costs, are admittedly variable and cover a wide field, 
necessitating the most painstaking care to ensure that no con- 
tributing expense be overlooked, and that the result obtained 
is the closest approximation to the actual expense as ascertained 
by reference to past records. But in most cases this group of 
accounts is responsible for a heavy annual charge to Profit and 
Loss Account, and it is accordingly in the interests of accurate 
budgeting that the utmost care be applied to the preparation of 
the expense estimates. If the Selling Expense Budget is to be a 
scientific forecast and not merely a rough approximation of the 
expense for the budget year, each item entering into the aggre- 
gate selling and distribution costs should be examined carefully. 

A budget represents a summary of estimates prepared by 
responsible officers; into the preparation of the estimates, there- 
fore, guess work should not be allowed to enter. This is true 
of every kind of budget, and it is difficult to say whether the 
remark applies with less force to any one budget than to the 
others. Be this as it may, the nature of the expenses entering 
into the selling expense group, and their extent, demand that 
the formulation of the Selling Expense Budget should proceed 
upon scientific lines. Slipshod methods will bring credit neither 
to the budget officer himself nor to the practice of budgeting. 

The basis of the estimates of selling expense is the Sales 
Budget, for a detailed consideration of which the reader is asked 


Cc 





114 THE AUSTRALIAN ACCOUNTANT MAR, 


to turn to the July and September issues of the Journal. If the 
sales budget itself does not provide the detailed information 
required concerning the volume of goods expected to be handled 
month by month, it is necessary to extract this information before 
proceeding with estimates of expense of distribution. The reason 
for this will be apparent when it is considered that during some 
particular period of the year, owing to seasonality or other 
causes, the demand upon the packing, warehousing, and delivery 
departments may be so great that additional staff will be required 
to cope with the work, while at other times some of the staff and 
equipment may be relatively idle. It is the incidence of the 
unexpected that throws the budget out of gear, and the essence 
of good budgeting is intelligent provision for contingencies which 
experience and research into conditions operating at the time 
of compilation suggest might be expected. Seasonality, there- 
fore, as one of the factors that may be expected to affect sales 
during the budget year, should be carefully considered in its 
probable effect upon selling costs from time to time. For this 
reason, a monthly breakdown of the sales estimates for the year 
is an imperative necessity for the accurate compilation of ex- 
pected selling costs. This breakdown will indicate the business 
as estimated month by month, after the effect of the promotion 
programme as outlined in the advertising budget already drafted 
has been weighed. It will have taken account of special sales 
drives and shock campaigns, and will represent as closely as 
possible in a prediction so long before the event, the actual sales 
to be provided for in the organisation of the selling and dis- 
tribution departments. 

These preliminary considerations prepare the way for a prac- 
tical approach to the task of formulating the expense estimates. 
The relation of turnover to expense needs first to be considered. 
Certain expenses, such as those of the sales office and the ware- 
house management will have no direct relation to the volume of 
sales aimed at or achieved. Others will be directly proportionate 
to the sales volume. 

Undoubtedly the first step is to make a rough classification 
of expense between those items which are, and those which are 
not, directly dependent upon the orders filled. It may be found, 
when this has been done, that the expenses of selling and dis- 
tribution fall roughly under the following heads :— 


Sales Manager’s Salary. 

Sales Manager’s Travelling Expense. 
Sales Office Salaries. 

Sales Office Expense. 
Salesmen’s Salaries—Internal. 
Salesmen’s Salaries—External. 
Salesmen’s Commissions. 
Salesmen’s Travelling Expense. 
Packing. 

Delivery and Shipping. 
Depreciation of Equipment. 
Warehouse and Storage. 
Miscellaneous Sales Expense. 
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The Sales Manager’s salary may or may not be supplemented 
by a commission on turnover or gross profit. Probably the more 
equitable basis is turnover, unless it is felt necessary to safe- 
guard selling prices, where these are not determined beforehand 
and stated in the sales budget, in which case a percentage based 
on gross profit would have the double effect of stimulating sales 
and of maintaining the margin between cost and selling prices. 
In either case, the compilation of the commission will present 
no difficulty. Policy will largely determine the amount of 
travelling required of the sales executive; other things being 
equal, where the area in which the concern operates is extensive, 
it may very often be found that one-sixth to one-fourth of the 
sales manager’s time should be spent in outdoor supervision of 
the activities of salesmen, inspection of territories, and con- 
sultation with customers. An estimate of the total cost of the 
manager’s travelling expense should be made, and to enable this 
to be done intelligently a rough itinerary for the budget period 
should be drafted when preparing the estimates. It will not be 
possible in all circumstances to adhere to this rough plan of 
travelling for the executive, for events throughout the year will 
be the deciding factors; but the plans should be made so that 
the sum appropriated for this expense may be supported with a 
logical explanation. 

Sales Office salaries will include the salaries of :— 

Manager’s assistants in charge of sales office. 
Sales department stenographers. 

Order clerks. 

Invoice typists. 

Messengers. 

In budgeting for this expense, experience over a number of 
years is the best guide. It is important that there be no confusion 
between office and sales office expense, and in this connection a 


| chart setting out in some detail the several duties of the staff 


will be of considerable assistance. In smaller concerns indi- 
viduals may be engaged for only a part of their time in sales 
office work, in which case their salaries should be suitably allo- 
cated. In a large business the statistical records may be handled 
by a separate staff, but generally speaking the salaries of those 
engaged in compiling business statistics, except those relating 
to costing and other subjects having no relation to the selling 
branch, constitute an expense of the sales department, either 
shown separately or included in sales office salaries. 

Sales office expense includes lighting, maintenance of equip- 
ment, and miscellaneous items. An estimate should be made of 
each, having regard to the expense of the past year, and adjusted 
in the light of expected expenditure upon staff and equipment. 
It may be difficult in practice to determine the proportion of 


| general office expense applicable to the sales office, but the number 


of employees engaged and the equipment in use in the latter 
compared with those in the former class should be a guide to a 
reasonable allocation of the expense. 

In a retail store the salaries of the internal sales staff aggregate 
avery large sum, and great care should be taken in compiling 
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the estimates. A list of male and female employees should be 
made, with the function of each person clearly set out, and 
this should then be divided into groups according to age and 
any other factors affecting remuneration. Each employee’s salary 
should be separately computed, and increases clearly provided for. 
In practice the work will be simplified by reason of the fact that 
departmental managers will be responsible in deciding upon the 
staff and equipment required and the remuneration payable. 
Where it is customary to provide uniforms or a dress allowance, 
provision should be made for the expense involved by setting up 
an appropriate expense heading in the estimates. In businesses 
controlling more than one establishment, or having branches in 
suburban or country centres, it will usually be desirable to make 
separate provision for the expense applicable to each, in order 
that appropriate control may be exercised. This applies, indeed, 
to all the estimates, not only of sales expense, and the final 
budget for each class of expense might well be set out in 
columnar form, to give a clear and comparative picture of the 
various units of the organisation. 

Salaries and expense of external sales staff provide a some- 
what more complicated problem. The first consideration is as 
to the number of representatives employed. Whether this number 
should be increased or reduced depends upon both the general 
policy and the sales programme, also to some extent upon the 
advertising appropriation and the media proposed. A considera- 
tion of the promotion problem in connection with the advertising 
budget will have decided in a measure whether the existing 
sales staff is adequate, or whether it should be increased by the 
subdivision of territories, or whether some territories could not 
advantageously be combined, with a consequent reduction in 
expense. The decisions then made will have their effect upon the 
selling expense budget, and it may be that further consideration 
will tend to modify the conclusions reached. The primary con- 
cern of the sales executive is to ensure that the area of opera 
tions is properly and economically covered, and this may indicate 
the desirability of a curtailment or expansion of selling activities 
and expense. 

Whether the salesmen’s expenses are met by the individuals 
themselves or by the company will depend in some measure upon 
the method of remuneration, whether it is by way of salary or 
commission. When the salesmen are remunerated on a com- 
mission basis, it is not uncommon to find that the terms of their 
engagement provide that they shall provide their expenses out 
of commission, with perhaps a nominal allowance for car or sus 
tenance expense. On the other hand, where straight-out salary 
is the basis, there will usually be fixed allowances to compensate 
the men for actual expenses incurred. For example, there may 
be a car allowance, to provide for running expense and depre- 
ciation, a living allowance when the representative is working 
outside his home base, and perhaps in certain territories an 
entertainment allowance to cover necessary expense in this 
connection. Whatever the basis in force, each man’s salary and 
expense will be calculated separately, to ensure that all relevant 
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factors are taken into consideration, regard being had, in the 
case where fixed allowances are not provided but the represen- 
lative is compensated for expenses actually incurred, to past 
records concerning each territory. Where the remuneration is 
by way of a commission on orders booked, the calculation pro- 
vides no difficulty, as it will usually be based on the actual value 
of sales as shown in the sales budget. A statement should in 
any case be prepared, showing the budgeted sales, the salary or 
commission, and the travelling expense for each man, with pro- 
vision for percentages of the two latter items on the sales figure. 
This will provide a convenient control by means of which the 
actual results may be reviewed periodically throughout the budget 
year, and the progress of each representative compared with 
others. 

It is convenient here to consider the appropriation for miscel- 
laneous sales expense, before proceeding to examine the expenses 
of distribution. Exactly what should be charged to this account 
depends upon circumstances. In some concerns it may be un- 
necessary to set up such a heading, as the expenses of the sales 
department will be fully covered by the detailed estimates. But 
it has been included here because it is necessary to draw attention 
to the fact that there may be other expenses to consider in 
addition to those dealt with above. Before proceeding with the 
detailed estimates, the general ledger accounts for sales expense 
should be examined thoroughly, to ensure that no factor is 
omitted from the estimates, as otherwise certain expenses which 
cannot conveniently be classified under any particular heading 
may by reason of their isolation be overlooked. 

We come now to a review of the expenses of distribution. The 
first of these is packing expense. The value of outside containers 
should not be regarded as forming part of the factory cost of 
production, for they are the containers in which the goods are 
delivered to the customers, and as such are properly an expense 
of distribution. If the goods are packed into outside containers 
as part of the finishing process in the factory, the cost of the 
containers and of the labour involved, as well as an appropriate 
portion of general factory overhead, should be charged to packing. 
Where the work is done separately, no difficulty will be ex- 
perienced, as the cost will automatically come under the expense 
of the packing department. Other materials used in packing, 
such as paper, twine, nails, binding wire, etc., should also be 
included as packing expense, and in some cases the expenditure 
under this heading will be fairly large. The necessity of having 
a careful classification of expense will be apparent, as otherwise 
certain expenses which together may account for a large outlay 
may be entirely overlooked when budgeting. 

Warehouse and Storage includes items which have no relation 
to the volume of goods sold. Store rent and lighting, cleaning, 
warehouse manager’s and assistant’s salaries, insurance of stock 
and store equipment, maintenance of storage facilities, are all of 
such a nature that the expense continues without regard to the 
volume of business done, except where extra or less stock, staff, 
and equipment are required. Insurance on stock will be pro- 
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vided for by estimating the stocks required to meet the demand 
created by the promotion programme, and as factory production 
will be organised on the supposition that the sales estimates will 
be realised, failure to achieve the objectives will not materially 
affect the insurance position. It should therefore be possible 
to estimate warehouse expense with a high degree of accuracy. 
The salaries of the warehouse staff should first be determined, 
followed by insurance, depreciation of equipment, store rent, 


lighting, etc. These should all be set out clearly in a detailed F 


statement to support the sum carried into the selling expense 
budget. 

The final consideration is delivery and shipping expense, with 
which must be included the maintenance and depreciation of 
delivery vans, etc. Where the carriage of goods is done by 
outside contractors, the expense will have a direct relation to 
sales. Cartage contracts and quotations will provide a basis for 
the calculations, as far as these cover the actual expenses of 
delivery. In many cases, however, the responsibility of the 
contractor ceases when he has delivered the goods to the wharf 
or railhead, in which case the budget officer will require authori- 
tative lists of freight rates to enable him to ascertain the total 
cost of delivering the goods to the customers’ warehouses or 
homes. 

Where the work is done by the company’s own fleet of vans, 
the ascertainment of the cost of transport is more complicated. 
It may be necessary to maintain the full fleet even where the 
sales response fails to reach expectations, so that a reduction 
in sales may not necessarily involve a corresponding saving 
in delivery costs. The effective life of the delivery vans will 
have been ascertained by experience, and this should be divided 
into their cost to find a rate of depreciation for inclusion in the 
expense estimates. Repairs may be a large item, especially 
when the fleet is extensive, and should be calculated carefully, 
having regard to the actual expense in the past. An appropriate 
sum for running costs will also be obtained by enquiry into 
actual costs at the time when the estimates are being prepared, 
modified by any information which may be available as to prices 
of petrol, oils, tyres, etc., during the period covered by the 
budgets. Next, a calculation should be made of the wages of 
drivers and lorry hands, and the whole result of this enquiry 
and those mentioned above adjusted in view of proposed ex- 
pansion or retrenchment during the budget period. 

The final selling expense budget will take the form of a 
statement showing :— 

1. Sales quantities (where obtainable) and value. 

2. A list of expenses, suitably classified, and detailed where 
desirable in the interests of effective control, supported 
by carefully documented estimates in detail along the 
lines suggested in the present discussion. 

We have now dealt successively with the Sales, Advertising, 
and Selling Expense budgets. The next article will explain the 
procedure to be followed in the preparation of the office and 
general expense budgets. 
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Formation of a Company and Alteration 
of Capital 
(Unper THE Companies Act oF N.S.W.) 


By A. Ciuntes Ross, B.SC., F.I.C.A. 


(Being a lecture delivered to the Commonwealth Institute 
Students’ Society, N.S.W. Division) 


I may preface my remarks by saying that the details of the 
formation of a company vary according to whether it is intended 
to start from scratch or to take over a business already existing; 
to appeal to the public for subscriptions or to restrict investment 
to a few; to be limited by shares or by guarantee. To simplify 
our approach, we shall consider first the formation of a public 
company limited by shares which is to start a new business. 

If a man knows anything about floating a company, he is aware 
that considerable expense is involved before the company is able 
to move; and, unless he can find the amount out of his own pocket, 
he will invite various people to come in—and the group will act 
together as the promoters of the company. 

What have the promoters to think about? First of all, they 
have to define clearly the objects of the new concern; then, to 
decide the scale on which they propose to begin business—apart 
from any possibility of expansion later on. This decision as to 
the scale of the new concern might easily involve a fairly detailed 
study of markets available for the product; so this question of 
scale of operations and markets leads to a decision as to the amount 
of capital required to start the company and to continue its working. 
Then they will try to work out some estimate of the costs of 
production, whether it be a radio set or an entertainment in the 
form of a new picture theatre. The selling price must be con- 
sidered, and this in turn will lead to some sort of estimate of the 
return on capital—which, in most cases, is the bait put before 
the public to persuade them to invest. 

All this is plain common sense, and will be set out in the docu- 
ment known as the prospectus. But the Companies Act now lays 
down in considerable detail on fairly definite lines what every 
prospectus must contain. The Act refers to the points I have 
already mentioned; but, there are others that might not occur 
to us at first sight as being really necessary. 

Looking at the Act and turning to Section 137 (3), we get a 
definite statement that “it shall not be lawful to issue any applica- 
tion for shares in, or debentures of a company, unless the form 
is issued with a prospectus which complies with the requirements 
of this Section.” There is a flat prohibition against issuing any 
form of application without a prospectus. There are, however, 
certain companies which are floated without a prospectus ; but they 
do not generally involve an invitation to the public to subscribe. 
Further, in Section 137 (2), it is provided that any condition 
purporting to allow an applicant to waive any statutory require- 
ment in a prospectus shall be void. Promoters cannot get out 
of any requirement by putting in a clause to that effect. 
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The Governing Schedule 

But what are the requirements? That leads us to Section 137 
(1), which, in turn, throws us on to Schedule VIII at the end 
of the Act. This is divided into three parts; the first, consisting 
of 18 clauses, lays down the matters required to be stated in the 
prospectus. Part II refers to the reports to be included, if it is a 
question of taking over a going concern; and Part III contains a 
few definitions to clear up certain doubts. 

Looking at the clauses one by one, you will notice that Clause I 
makes the Memorandum of Association an integral part of the 
prospectus ; this shows that the memorandum must be completed 
before the prospectus. 

You know what it contains :—First, the name—which is subject 
to certain rules to be found in Section 32; next, the address, i.e, 
the place in New South Wales at which the registered office will 
be. Then comes the objects clause, which, in most memorandums, 
is a long one. You might think it would be sufficient for the 
promoters to state something like this: “The company is to be 
formed to build a radio factory, to manufacture radio sets; and 
to do everything necessary to achieve those objects.” But that 
is not enough; they have to give thirty or forty objects which 
specifically give the company power to do pretty well anything it 
pleases, legally speaking—but it cannot turn a radio factory into 
a soft goods store. 

Then there is a declaration of limited liability; the amount of 
the nominal capital; and, lastly—which is sometimes forgotten— 
a declaration on the part of the signatories that they want to be 
formed into a company, and an agreement to take the shares set 
opposite their names. Do not forget that the memorandum has 
to be printed and signed by seven people. I sometimes wonder 
why seven! I have a feeling that, when the Act was first passed, 
some ancestor of ours thought that seven was a mystic number— 
seven days in the week; seven planets (until somebody discovered 
a few more!) In some States, five is enough—and five is another 
mystic number—take the pentagram for example! 

You will note, in this connection, that the articles of association 
do not form an integral part of the prospectus; although certain 
portions must be quoted, as we shall see later on. 

I have here a copy of a prospectus of the Minerva Company, 
to which I shall refer from time to time. This company is in 
operation at the present time, so I am not advertising anything! 
The memorandum is set out in full, and is nicely printed—not in 
the small type which some consider sufficient compliance with the 
Act. 

So far, I have been speaking as if a prospectus could be issued 
before a company was actually formed—and it can be, though the 
Act appears to contemplate that the company shall be formed first. 
Section 137 talks about “shares in or debentures of a company,” 
and Section 6 defines a “company” as “a company formed under 
this Act—unless the context otherwise requires.” 


Registration 


_ Before going further, the memorandum and articles of associa- 
tion must be submitted to the Registrar-General for his preliminary 
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approval—and he may object to the name, for example. He may 
also—under Section 30, a rather curious section—require a statu- 
tory declaration from the solicitor or person named in the articles 
as director or secretary, to the effect that all the requirements 
of the Act in respect to registration have been complied with. 

When this preliminary approval has been obtained, two or three 
copies of the memorandum and articles are printed, with the 
spaces for the signatures left blank. Here the signatories sign; 
generally speaking, they sign for one share each, because they 
undertake to pay for the number of shares set opposite their 
respective signatures. Incidentally, the Minerva prospectus does 
not follow the general rule, because each signatory agrees 
to take 1,000 shares, showing the utmost confidence in the venture. 

Referring to preliminary expenses, these mount up. After being 
signed by the seven people, the documents have to be taken to 
the Stamp Office, and someone has to pay £1 on each of them— 
what for, I do not know; probably, simply to meet the require- 
ments of the revenue! What you get in return, you had better 
ask the State Treasurer. He might explain why a £1 stamp has 
to go on each document. 

Then they go back to the Registrar-General, who demands 
further fees, one of which depends on the amount of the nominal 
capital; it may vary between £5 for £2,000 to £35/10/- for 
£200,000, and 2/- per thousand over that. 

Before the Registrar-General will accept the documents for 
filing, he will look to see if they contain the names of any 
directors; and, if so, will demand signed consents from each, 
together with evidence that each has taken or will take up his 
qualification shares; also a list of such directors signed by the 
applicant for registration. That is under Section 121. 

Assuming that everything is in order, the Registrar-General 
(under Section 27) retains and registers the memorandum and 
articles, and, under Section 28, issues a certificate that the com- 
pany is incorporated. This has to be stamped with another £1. 

Thus, the company is incorporated, and the “baby” is born; in 
the words of Section 28 (2) : “the subscribers of the memorandum 
(and later members) shall be a body corporate by the name con- 
tained in the memorandum, capable forthwith of exercising all the 
functions of an incorporated company and having perpetual suc- 
cession and a common seal.” 

Those words go back a long way, and are not now strictly true. 
As a fact, the company cannot move a finger to start a business 
until it gets another certificate to be mentioned shortly. Also, 
it is not quite true to say that “the subscribers . . . shall be a body 
corporate,” because the company is in law an entity quite distinct 
from its members. Jt owns the assets of the business; and it 
sues and is sued on occasion. Of course, in the words of an 
English judge, it has “neither a body to be kicked, nor a soul to 
be damned,” but it is none the less a “person” in practically every 
respect ; it is an entity which can do almost anything an individual 
can do, except that it has no vote for members of Parliament 
and cannot get married. But, if it is reasonably prosperous, it 
is immortal and can live for ever; the idea of immortality is con- 
tained in the phrase, “perpetual succession.” 
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Now we go back to Clause 4 of Schedule VIII. This asks for 
the names of the “directors or proposed directors.” Incidentally, 
the word “proposed” implies that a prospectus may be issued 
before the company is formed. 


Qualification 

Clause 3 calls for the number of shares fixed by the articles as 
the qualification of a director and any provision in them as to 
remuneration. “Qualification” here does not mean personal 
ability or experience; but the number of shares a member must 
hold before he is eligible to act continuously as a director. The 
principle is that, if a man is directing a concern in which some of 
his own funds are invested, he is more likely to be careful than if 
he is using other people’s funds—a somewhat cynical comment on 
the common honesty of business people. 

Referring back to the fact that directors have to give a written 
consent before their names can be used, the mere consent is not 
sufficient. Under Section 121, the director or proposed director 
must also, in respect of his qualification shares, have either: (a) 
signed the memorandum for them; or (b) taken them up; or (c) 
signed and filed an undertaking to pay for them; or (d) signed 
and filed a declaration that the required number are registered 
(i.e., in the company’s register of members) in his name. 

Clause 5 asks for similar details about the secretary and solicitor 
(or proposed secretary and solicitor), and Clause 15, details of 
auditors (if any). Note that it is implied that every company 
shall employ a secretary and solicitor, and that it is not necessary 
to have auditors in the early stages. They are, however, essential 
before the company has gone far. 

Clause 7 requires the amount payable on application and allot- 
ment—and that ensures that an applicant shall know what he has 
to pay down and how much he will have to find after his application 
has been granted, and how the balance is to be called up. That is 
common sense. 

Clause 12 asks for the amount or estimated amount of pre- 
liminary expenses. They include registration fees and stamp duties 
already mentioned, the cost of preparation of and printing the 
memorandum and articles and prospectus; also fees paid to 
experts for reports—totalling a large sum in many cases—and all 
of these have to be paid by the promoters if the company does 
not “float.” 

Clause 17 touches on another matter of common sense connected 
with the issue of shares of different classes. I presume you know 
why companies offer more than one class of shares, the most com- 
mon being ordinary and preferred. Ordinary shares are for the 
more sporting type of man who is ready to take the risk of no 
return if he also has a chance of getting a high one. Preference 
shares are for the man who is prepared to take a smaller return 
with a greater degree of certainty that he will get something. 
The rules for voting must be mentioned—sometimes the holders 
of preferred shares do not have the same right of control as 
holders of ordinary shares. The degree of control is reduced, 
because of the better chance of getting a dividend. 

Clause 2 mentions founders, or management, or deferred shares. 
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Here you have the suggestion of a special class of share reserved 
for a special group of people—the founders, or the management ; 
sometimes the promoters. They may make a great point of the 
fact that they are going to take deferred shares which do not 
receive a dividend until after the other classes have received a 
fixed percentage. But, sometimes, these deferred shares are very 
valuable. I know of one company which gives holders of deferred 
shares 40% of surplus divisible profits after 6% has been paid on 
all shares issued; but, as there are only 20,000 of them against 
180,000 others, it means that the division of the 40% raises the 
rate six times as much as the division of the 6%. 

Clause 9 deals with details of vendors of property to be acquired 
as a whole or in part out of the proceeds of the shares offered; 
names and addresses of vendors, and the amount payable in cash, 
shares or debentures to each. Here the Legislature is trying to 
make sure, by insisting on disclosure of the names of the vendors, 
that company promoters shall not hide the fact that they may be 
selling assets at considerably over market values. 

Clause 10 is allied with the preceding, because it ensures that 
the amounts, even if paid already, must be given. It also compels 
mention of the amount included in the price as goodwill—a figure 
which has worried you so much in your accounts. 

Clause 16 is again associated with the last two, because it calls 
for full particulars of the nature and extent of the interest of every 
director in the promotion of the company, or in property to be 
acquired by it—including details of amounts paid to him to induce 
him to become or to qualify him as a director, or for any service con- 
nected with the formation. I expect you can guess what has led 
to the Legislature’s requiring those details. I remember a magni- 
ficent concern floated some years ago, where the managing director 
stated that he had no interest in property to be acquired by the 
company—and it subsequently transpired that he bought it for 
£6,000 and sold it to the company for £18,000. Furthermore, a 
man with a certain amount of capacity, but little cash, may be 
persuaded to take on a directorship by being given shares; that 
may be quite reasonable, but the fact must be disclosed under this 
particular clause. 

Clause 14 brings us to another preliminary action on the part of 
promoters, i.e., the drafting of the essential or material contracts 
of the business, such as an agreement with an indispensable 
officer for his services, or with the vendor of certain assets. 
These fundamental or material contracts, if prepared in advance 
as is usually wise, must be disclosed in the prospectus. 

Turning again to Minerva, we find that there were five such 
contracts. These dealt with the purchase of the site, the theatre 
itself, an agreement with the managing director for five years, 
another relating to the underwriting of the shares, and, lastly, to 
the employment of the architect. I think you will agree that 
they are very important. 

If the company has not been formed, the promoters meet another 
difficulty, because a company not in existence cannot make a con- 
tract. In that case, there is a legal fiction. A person acting as a 
trustee makes contracts on behalf of a company to be formed, 
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undertaking, in due course, to hand over their benefit to the com- 
pany when formed. On the other hand, he is released if the 
company is not formed. You see what Clause 14 says, not that 
you have to summarise the contracts themselves, but, to give the 
dates and parties, and mention of a place where they can be 
inspected by anyone interested. 


Minimum Subscription 


Now we come to Clause 6, which I have left till last, because 
it is in a way the most important of them all, and contains more 
points of difficulty; it deals with minimum subscription—the term 
used in Section 142. 

This requirement is based on the fact that many companies have 
met with disaster because they did not have enough capital to pay 
for fixed assets and to keep the business going until the proceeds 
of sales were large enough to meet all outgoings. And there you 
have the point—there is a minimum amount required to get a 
company under way; to start with anything less, frequently leads 
to disaster. Hence, the promoters have to make an estimate as 
exactly as they can of the amount necessary to :— 

(a) Pay for any property to be acquired out of the proceeds 

of the issue of shares; 

(b) Meet preliminary expenses payable by the company—and 

commission ; 

(c) Repay moneys borrowed for the purchase of assets or for 

preliminary expenses, etc. ; 

(d) Working capital. 

And, if the outgoings are to be met wholly or in part from any 
other source, you have to state the source. 

In the case of the Minerva, they showed a minimum of £25,000 
to be provided, and added that they proposed to get £26,750 
from a mortgage. 

Section 142 (2) casually adds a comment on minimum sub- 
scription that the amount to be stated as such in the prospectus, 
is to be reckoned “exclusively of any amount payable otherwise 
than in cash.” That is, what is to be stated is the amount of actual 
cash required for any of the above purposes. The calculation is 
often far from simple. Preliminary expenses and commission are 
not difficult to summarise; but working capital often causes much 
thought. The problem is usually solved by adding a round figure 
for contingencies—in the case of the Minerva, it was £7,500. 

I said the promoters have to make these calculations, and in fact 
they do, but the directors have to take the responsibility-—and it 
is no little one. They are subject to heavy pains and penalties if 
any statement turns out to be seriously inaccurate—although the 
promoters may have been the authors of the calculations in question. 
At the same time, if it is made too high, trouble of a different sort 
may follow. This is because of Section 142, which says, “no 
allotment of any share capital may be made unless the minimum 
subscription has been subscribed and unless the sum payable on 
application (which must not be less than 5% of the nominal 
amount of the share) has been “paid to and received by”—I do 
not quite know the difference—the company. Flotations have 
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failed before to-day because enthusiastic promoters have fixed a 
high minimum subscription and have not obtained it in the period 
to be mentioned later. 

Now you see what I meant by saying that the receipt of the 
certificate of incorporation did not, in fact, enable the company 
to exercise its functions forthwith. If it cannot allot a share, it 
cannot use any of the funds received with applications. In fact, 
Section 345 insists that all such moneys shall be held in trust 
for the applicant, either by the company or by the provisional 
directors and the promoters. 

I should mention here that the prospectus, when prepared, 
cannot be used unless it is dated and a copy signed by every 
director, or proposed director, and filed with the Registrar- 
General. Every prospectus must state that a copy has been filed, 
and also that the Registrar-General takes no responsibility for its 
contents. New South Wales is the only state that fears that the 
public might feel that official filing means official responsibility. 

I could talk a lot about share-hawking, which comes under 
Section 343; but time does not permit me to do so. 

The next point is that the promoters are given 60 days from 
the first issue of the prospectus in which to obtain the minimum 
subscription ; if they do not, the whole amount has to be repaid 
to the applicants without any option. They cannot, for instance, 
go to the applicants and ask for an extension of time. The full 
amount must be paid, without interest if repaid within the following 
20 days; but with 5% per annum added if repayment is delayed 
beyond 80 days from the date of issue. The directors are jointly 
and severally liable for this payment, unless they can prove that 
the loss of the money was not due to misconduct or negligence 
on their part. 

In this connection, Section 144 is interesting, as it takes up the 
case in which allotment is made despite the prohibition. In that 
case, the allotment is voidable by the applicant within a month after 
the holding of the statutory meeting, but not later. If no such 
statutory meeting is held, the time is three months from allotment. 
If it is not so voided, any director who acquiesced in the allotment 
is liable to compensate the company and the allottee for loss, dam- 
ages, or costs incurred. That seems to imply that, if the directors 
take the risk and the company prospers on its lower subscription, 
they would not be liable, because the allottee could not prove loss. 

Yet another Section refers to minimum subscription. Section 
77 says that no company that has issued a prospectus can “com- 
mence business” unless (among other things) shares payable in 
cash have been allotted to an amount not less than the minimum 
subscription. Section 142 says the company cannot allot a share 
until the minimum has been obtained; and Section 77, that it 
cannot commence business—the two amount to very much the 
same thing. 

But the mere obtaining of the minimum is not enough to permit 
business to commence. In addition, every director must have paid 
his application and allotment moneys on shares for which he is 
liable to pay in cash, and, also, a statutory declaration must have 
been made by the secretary or a director and filed with the 
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Registrar-General. This states that the minimum subscription 
has been obtained and the corresponding number of shares allotted, 
and that the directors have paid as mentioned. The Registrar- 
General then issues a certificate that that Section 77 has been 
complied with. The prohibition against commencing business 
before the filing is reinforced by the provision that any contract 
made by the company earlier is provisional only, and is not binding 
on the company. 

As I said before, the certificate of incorporation says the baby 
is alive; it has a name and address; but it is this second certificate 
which allows it to move its limbs and gives it a reasonable chance 
of growing up. 

The company has been brought into existence ; and I have given 
you a very rapid summary of the incidents connected with the 
formation of a company of the type I have mentioned. 

But, suppose a company takes over an existing business, and 
the proceeds of an issue are partly or wholly to be used to pur- 
chase it. Part II of Schedule VIII has something to say about it. 
It requires a report by an accountant named in the prospectus, 
upon the profits of the business for each of the three financial 
years preceding the issue of the prospectus. Part III adds that 
if the accounts have been made up for only two years or one year, 
that will be sufficient. If the business has been carried on for 
less than three years, then Clause 18 of Part I requires a statement 
of the time for which it has been carried on. 

Now, what is to happen if a company is formed without a pros- 
pectus, and it is not a proprietary company? Section 143 prevents 
allotment, unless, at least seven days before first allotment, a 
statement in lieu of prospectus has been signed by every director 
and filed. The headings of the statement are set out in Schedule 
IX, and amount to a summary of the facts that would have been 
disclosed by the prospectus, if there had been one. The filing 
of that statement is also required by Section 77 as a condition 
precedent to the issue of permission to commence business. For 
this purpose, it must be accompanied by a statutory declaration 
that the directors have paid, as mentioned before. Then the 
company gets a certificate to begin operations. 

Thirdly, proprietary companies cannot invite the public to sub- 
scribe, so cannot issue a prospectus. Neither do they have to file 
a statement in lieu before allotment (Section 143 (2) ), nor before 
commencing business. 


Alteration of Capital 


Section 153 permits any company with a share capital to alter 
it in five ways by a simple resolution, if so authorised by its 
articles. If the articles do not contain the necessary power, then a 
special resolution to put it in the articles must be passed, and a 
second special resolution, to act under the new article. 

These five ways are:— 

(a) to increase it “by new shares of such amount as it deems 
expedient.” The article or Table A comes in here; if 
Table A applies, Article 35 says what is to happen to the 
new shares; 
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(b) consolidate and divide all or any of it into shares of larger 
amount ; 

(c) convert all or any of its paid-up shares into stock, or vice 
versa. No specific definition of stock is given, but Table 
A refers to it; 

(d) subdivide any shares into shares of smaller amount; but, 
if the shares are not fully-paid, the proportion unpaid out 
of the whole must be the same in the smaller share as it 
was in the larger. Thus, if £1 shares paid to 12/- are 
divided into shares of 5/- each, they must be issued as paid 
to 3/-. It is hard to see why there is no similar rule 
governing action (b) ; 

(e) cancel shares that have not been taken or agreed to be taken, 
or have been forfeited. This action might be taken to pre- 
vent the issue of additional shares without first consulting 
shareholders. 

It will be noted that none of these actions affects the rights of 
creditors, who depend for their security on the subscribed capital 
of the company, or, to be more precise, upon the part of the sub- 
scribed capital that is represented by realisable assets—including 
in that term, any amount uncalled on shares held by persons of 
substance. 

Because creditors’ security is untouched, the simple resolution 
of the company is sufficient. But the special resolution must 
be filed with the Registrar-General within one month. 

Action (e) is “reduction of capital” in one sense, but only of 
nominal capital. Section 153 excludes that action from the mean- 
ing of the term as used in the Act; it means, in effect, reduction 
of uncalled or paid-up capital or both. 

If uncalled capital is to be reduced, creditors’ security is affected 
and Section 159 provides that the initial special resolution must be 
followed by application to the Court, and that the Court must 
consult the creditors before confirming the reduction. 

Paid-up capital is reduced for one of two very different reasons : 
either, capital has definitely been lost as a result of unsuccessful 
trading; or the company has more capital than it can use. In 
this last case, it is only fair that shareholders should get some of 
their money back and have a chance of investing it elsewhere. 

Section 158 (1) (b) takes up the first case and permits a 
company to cancel any paid-up capital “lost or unrepresented 
by available assets.” That is a curious way of putting it; because, 
as a fact, when a company has struck trouble of the kind indicated 
here, the capital has already disappeared—as indicated in some 
balance sheets by a Profit and Loss Appropriation figure on the 
assets side. As a practical matter, the mere cancellation of a 
fictitious asset does not affect creditors very much, because there 
Is no reduction of assets on which they could realise. All the same, 
the court has to be approached, and may direct that the creditors 
shall be consulted. 

In the case of repayment of paid-up capital, however, the court 
must ee the creditors as in the case of cancellation of uncalled 
capital. 
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At the conclusion of the lecture, the following questions were 
answered by the lecturer :— 

Question: In regard to directors’ qualifications, can a man be 
elected as a director who does not hold any shares? 

Answer: It is unusual. Table A requires a director to hold one 
share; but it would be quite possible for a company to exclude 
Table A, omit all reference to qualification, and so have power 
to elect a man as director who holds no shares. 

Question: In regard to the allotment of shares, has a company to 
notify shareholders that shares have been allotted; and have share 
certificates to be issued in regard to private companies, as well as 
public companies; and is any notice of allotment given by private 
companies ? 

Answer: Strictly speaking, notice of allotment is an acceptance 
of an offer. The man who applies for shares is making an offer 
to the company. It is a rather curious thing, but the impression 
is that the company makes the offer. This is not so; the law says 
that the applicant makes the offer, and the completion of the con- 
tract is notification of acceptance by the company. With regard 
to share certificates, Section 179 (1) implies that every man is 
entitled to a share certificate. 

Question: In a preliminary contract, does the trustee undertake 
any liability at all? 

Answer: Not really. He is just a plain dummy. It is a sort of 
legal fiction to get round the fact that a company cannot make a 
contract before it is formed. It generally contains a clause indemni- 
fying him. When the company is formed and in a position to 
make a contract, a novation contract is drawn up which merely 
adopts the rights which were temporarily in the hands of the 
trustee. 





Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


CANCELLATION OF SHARES 

The defendant, an architect, applied for and was _ allotted 
1,000 shares in a company on the understanding that he would be 
the only architect on the Sydney board of the company. Another 
architect was soon afterwards appointed to the board, and the 
defendant demanded a cancellation of his application and a refund 
of the £250 deposit paid by him. The dispute was compromised 
by the cancellation of the shares and the payment to the defendant 
of £150. The following words were written across the entry in 
the share register, “Shares cancelled. Application money 
refunded less commission.” The 1,000 shares were subsequently 
issued to a third party. Later, on a winding up, the liquidator 
applied for an order rectifying the register by entering therein the 
defendant’s name as the holder of the 1,000 shares. Held, by the 
High Court, that there was a bona fide compromise which the 
company had power to make, and it was, therefore, not open to the 
liquidator to tear up the compromise and reinstate the defendant 
as a member of the company. Commonwealth Homes and Invest- 


ment Co. Ltd. v. Mackellar (1939) 13 A.L.J. 382. 
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RicHt oF Directors TO PRovE FoR FEES IN A WINDING UP 

A point of interest to liquidators of Companies was recently 
decided by Mr. Justice Nicholas, Chief Judge in Equity in the 
Supreme Court of New South Wales. 

Claims were made in the liquidation of Automatic Bread Baking 
Company Limited by three directors in respect of arrears of 
directors’ fees due to them at the date of liquidation. The claims 
were admitted by the liquidator, but subject to their being post- 
poned until all other unsecured creditors of the company had been 
paid in full in accordance with the provisions of Section 200 (1) 
(g) of the New South Wales Companies Act, 1936.* As the 
dividend was not expected to meet the claims of the unsecured 
creditors, the directors would not have benefited unless their 
claims were to be admitted to rank pari passu with all other 
unsecured creditors. 

In deciding to postpone the directors’ claims, the liquidator 
followed the decision in Ex parte Cannon ((1885) 30 Ch.D. 629) 
which, although frequently distinguished, was never overruled. 
In re Dale and Plant Limited (43 Ch.D. 225) (decided in 1889), 
it was held that money paid to a member as managing director 
is money for which he may prove in competition with other 
creditors and is not due to him in his character of member. In 
re Cinnamon Park & Co. Ltd. (1930 N.I. 47) a Judge of the 
Supreme Court of Northern Ireland declined to follow Ex parte 
Cannon and on similar facts, decided that directors were entitled 
to rank pari passu with ordinary unsecured creditors for their fees. 

In his Judgment in the Automatic Bread Baking Company’s 
case, Mr. Justice Nicholas said that he thought the reasoning of 
Mr. Justice Kay in re Dale and Plant Ltd. was destructive of that 
of Mr. Justice Pearson in Ex parte Cannon, and having regard to 
the history of the latter case, he felt at liberty to apply the 
reasoning of Mr. Justice Kay to the facts of the present case. 

He held, therefore, that the claims of the directors were not 
within the language of Section 200 (1) (g) of the Companies Act, 
and that the directors were entitled to prove in competition with 
the unsecured creditors of the Company; and he gave judgment 
accordingly. 





Book Review 


Digest of War Legislation: M. C. Tenison Woods, General Editor. 
Butterworth & Co. (Aust./Ltd.). Price, 31/6 per annum. 
Since our last review of this Digest (December, 1939, issue, 
p. 319), several issues have appeared. It was originally intended 
that they would appear at monthly intervals, but the spate of 
new legislation has been so rapid that they have been appearing 
more frequently and, in some instances, as often as twice a week. 
Other useful features not originally contemplated have been the 
interim cumulative index which accompanies each issue and the 
table of paragraphs which is included in the main index, by 
means of which subscribers can tell at a glance, when consulting 
any paragraph, whether the provisions of that paragraph have 

been amended or otherwise affected by any later provision. 


*Victorian Act, 1938, S. 158. South Australian Act, 1934, S. 187. Queensland 
- = S. 165. Tasmanian Act, 1920, S. 183. West Australian Act, 1893, Ss. 
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Bread Bakery Costs 
By C. W. M. Court, A.c.A. (AUST.) 


There is a tendency to subject certain industries to supervision 
by Government Boards or Committees, and generally the principal 
aims of these Boards or Committees are to eliminate unnecessary 
waste in an industry and provide for more orderly marketing 
with the object of giving the consumer a satisfactory article ata 
reasonable price. 

Bread-making is one of the industries in Australia that has 
already been subjected to some measure of control and for that 
reason more attention than usual has been focused on the 
question of bakery costs. “Bakery costing” in the sense that it 
is referred to in this article is both a weapon of defence against the 
possible fixing by Committees of selling prices which are too 
low to permit of a fair return to bakers, and an aid to efficient 
management. It will be obvious that eventually only those people 
who are interested in their “Costs” and determine them regularly, 
can expect to adjust their position to enable them to trade profitably 
if reduced selling prices prevail under Government supervision. 

There are some industries in which it is difficult to decide on 
clear divisions of expenses and even more difficult to collate the 
information at reasonable cost under the required headings. The 
bread-making industry does not provide any such problems. The 
divisions between Production, Distribution and Administration are 


very clear, and there are some convenient natural units of cost 


”” 66 


to work upon, e.g., “cost per ton of flour,” “cost per bag of flour,” 
or “cost per loaf.” Furthermore, the accounting is made easier 
because bread-making is one of the few industries that can claim 
a complete cycle of operations at the end of each baking day— 
what was raw material at the beginning of the day has been 
manufactured and distributed. There is no need to be arbitrary 
regarding the unit of cost selected. This is a matter best left to 
the discretion of the proprietor of each particular business. Some 
bakers favour cost “per ton of flour” or “per bag of flour” as they 
claim that the bigger unit accentuates small movements in cost 
more than “cost per loaf” does. 

Having such definite divisions of costs—the advantage of a 
complete daily cycle and easy stock inventories to take—there 
is no excuse for bakery businesses, genuinely interested in s0 
doing, not determining their costs at frequent intervals and, if 
necessary, daily. 

The practice of annual or even half-yearly accounts is a thing 
of the past. A system can be evolved to allow for certain 
information daily with more elaborate information weekly, and 
a complete set of accounts each month. Proof of the value of 
information prepared at frequent intervals can only be con- 
vincingly obtained by a business experimenting with the idea for 
a month or two. If such experiments are conducted intelligently 
the proprietor of the business concerned will need no further 
testimony to the value of prompt and regular information. 

Another point to be stressed at this stage is the necessity for 
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bakers and their accountants to co-operate, and interest themselves 
in statistical as well as financial records. In fact, the value of 
regular bakery accounts is to a certain extent nullified if there 
js not a complete union between the statistical and the financial 
records. 

It is desirable that the meaning of “Statistical Records” as used 
in this article be not misunderstood. The words “Statistical 
Records” can be made to cover a multiplicity of ideas, but in this 
article it is desired to restrict the meaning to various bakery 
records in the nature of quantities, etc., as distinct from the 
actual £ s. d. records. 

Statistical records of this nature in a bakery cover a wide 
field, and some of the headings are: 


Amount of flour used in production daily as against the 
number of loaves produced according to bakehouse figures. 
. The average yield in numbers of loaves per bag (or per ton) 
of flour. 
The number of loaves accounted for by roundsmen, shop 
sales and “overs,” “stales,” “spoils,” etc., as against bake- 
house figures. 
The number of loaves disposed of by each roundsman—The 
number of customers served by each roundsman—The 
average sale per customer—The average cash return per loaf 
for each roundsman. (This is a definite aid to disclosing 
leakages if each round is compared). 
. The daily mileage covered by each roundsman. 


. Quantities of each type of material used: 
e.g. In the Production section there is yeast, sugar, fuel, etc., 
where “quantity” information is desirable. 
In the Distribution section there is petrol and fodder, 
etc. 


The reconciliation of the statistical records with the financial 
records is both an interesting and a profitable procedure, and most 
practical bakers who have no accountancy knowledge seem much 
more inclined to interest themselves in discrepancies disclosed by 
the amalgamation of the two sets of records than purely £ s. d. 
figures. For instance, if a baker can be shown that he is not 
getting a satisfactory yield in loaves per bag of flour, he will 
usually display a much more intelligent interest than if you tell 
him the flour cost is so many £’s too high. It is also easier to 
impress bakers with the extra profits to be gained from improved 
yields. Whilst dealing with this particular point, it is as well to 
| consider the necessity of carefully reconciling the bakery figures 
| of output in loaves with the bread actually accounted for by 
roundsmen, as on occasions it will be found that the bakehouse 
| Operatives are not over accurate in the recording of output unless 

they are being carefully supervised and, strangely enough, the 
| bakery figures usually flatter the yield per bag. 

At this juncture it is desirable to suggest, for the sake of a 
better comparison of yields per bag, that a table be devised to suit 
tach particular business by which to convert each type of “fancy” 
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bread to a figure: which will give it a “dough weight” relative to 
“ordinary” bread. 

When first commencing to reconcile the bakehouse yield with 
the roundsmen’s figures, rather alarming shortages are discovered 
and in many cases this is eventually traced back to inefficient 
recording in the bakery. After this recording is under control, 
naturally it is easier to look for leakages amongst the roundsmen, 


The following headings are suggested (with modifications to 


suit special circumstances) for the presentation of monthly trading 
information for bakeries. 


(a) Propuction 

1. Materials: 

(a) Flour 

(b) Yeast 

(c) Dissection of Other Materials. 
Salaries and Wages: 
Fuel: 
Power and Light: 
Repairs and Maintenance Bakery and Plant: 


(Subsidiary dissections to each 
item or group if possible.) 


mk wh 


6. Insurances: 


(a) Plant, etc. 
(b) Workers’ Compensation. 


Depreciation of Bakery Plant and Ovens: 
8. Other Production Costs: 

(Not warranting special headings.) 
9. Total Production Costs: 


_ 


(b) DistrrBuTIoNn 
1. Salaries and Wages: 


2. Horse and Stable Expenses: 
(a) Cart and Harness repairs 
(b) Horse Expenses 
(c) Shoeing 
(d) Fodder 
(e) Insurances re Horses and Horse Vehicles 
(£) Sundries. 
3. Motor Vehicle Expenses: 
(Subsidiary dissections to each vehicle if possible.) 
(a) Petrol and Oil 
(b) Repairs 
(c) Licenses 
(d) Insurances re Motor Vehicles 
(e) Tyres and Tubes 
(£) Sundries. 


4. Power and Light: 
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(a) Sundries 
(b) Workers’ Compensation. 

Advertising : 

Depreciation: Vehicles and any other distribution Plant (if 
not allocated to each type of vehicle under heading 2 
and 3 above). 


Other Distribution Costs: 
(Not warranting special headings.) 
Total Distribution Costs: 


(c) ADMINISTRATION 
Salaries and Wages: 
Directors’ Fees: 
Printing and Stationery: 
Telephone : 
Travelling Expenses: 
Power and Light: 
Discounts : 
Trade Subscriptions : 

(e.g., Master Bakers’ Association Subscriptions. ) 
Audit and Outside Accountancy Fees: 
Bank Charges, Stamps and Telegrams: 
Bad Debts: 

Insurances: 
Depreciation—Office Furniture : 
Sundry other Administration Costs: 

(Not warranting special headings.) 

Total Administration Costs: 


(d) Sunprres—“OTHER” Costs 
(If not distributed elsewhere. ) 
Rent: 
Rates and Taxes (Except Income Tax) : 
Depreciation of Buildings: 
Interest Paid on Borrowed Money: 
Total “Other” Costs: 


(e) GraNnp TOTAL OF ALL Costs 


It is as well for the section headed “Other Costs” to be 
eliminated and the items of expense set out therein distributed in 
appropriate sections of the other divisions of costs. 

Keen analysis of costs cannot be too strongly advocated. 
Attention is at once directed to waste and inefficiency, and reliable 
information is provided on which to judge if a change in method 
is worth while. For instance, under the heading of “Motor 


Expenses” an analysis can be made of petrol, oil, tyres, licenses, 
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repairs, insurance, depreciation, etc., for each vehicle. The 
advantages of such an analysis will be obvious as by taking 
statistical information regarding the mileage of each vehicle, the 
relative running costs per mile can be easily ascertained and it 
can be readily determined whether there are any advantages in 
replacing a particular transport unit. 

The analysis of materials other than flour into as many headings 

as possible is beneficial. Most of the ingredients used, particularly 
in the manufacturing of fancy breads, are expensive. Unless 
continual analysis is adopted it is easy to be deceived. In a business 
where a considerable amount of fancy bread is being made the 
raw materials may number well over twenty different types. 
Taken in total, the gross figure may be reasonably satisfactory 
for a period and not excite any suspicion. Analysis of both quanti- 
ties and values may reveal that several items have been on the 
improve but that the result of the improvement has _ been 
neutralized by leakage, waste or carelessness in one item. Another 
reason in favour of keeping quantity or statistical records side 
by side with financial records is the fact that buying prices alter 
from time to time and although the money figure for a particular 
commodity may appear practically unchanged, the quantity may 
have varied adversely or favourably, according to a movement in 
price. 
An example of this would be where the fuel used for two 
separate months according to the money figures was £10 for 
the first month and £11/5/- for the second month. A review of 
the figures may disclose that ten tons at £1 per ton were used 
for the first month, but for the second month the price per ton had 
risen to £1/5/- per ton and only nine tons had been used. 

Another aspect in the keeping of bakery accounts, which has 
particular importance in view of Government supervision, is the 
care necessary to see that the costs accurately show the full 
expenses of operating a business. In assessing costs for an 
investigation committee the costs should be those normally neces- 
sary having regard for legislation and awards governing the 
industry, and not necessarily those costs arrived at by ordinary 
accountancy methods. This is of particular importance in the 
case of a privately owned concern where, in many cases, the 
proprietor, his wife and family render various services often 
extended over very long hours and they do not draw remuneration 
equal to the value of having the work done by hired labour. Many 
accountants will argue against the practice of assessing a pro- 
prietor’s worth to a business, and charging that figure by book 
entry against the business. Likewise, the same people will raise 
objection to any calculation of rental of privately owned premises 
and interest on money invested, but despite any prejudices that may 
have existed in the past, it is felt that in fairness to all concerned, 
the best and safest way is for industries subject to Government 
supervision to assess these charges accurately and fairly, and debit 
them against the business. They are all expenses necessary in 
the operating of the concern, and some businesses, not so for- 
tunately situated, have to pay for these expenses in cash weekly. 
Furthermore, there is always the chance, in the case of a pro- 
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prietor and his family, that the proprietor or some of his family 
may, through unfortunate circumstances, become incapacitated 
or in some way incapable of fulfilling their duties, and the costs 
will immediately rise through the employment of hired labour if 
a fair and reasonable charge has not been made against the 
business for services rendered. Naturally, when assessing the 
cost of a proprietor or his family, regard must be had for the 
fact that if hired labour was employed, Workers’ Compensation 
Insurance would be payable. 

A matter calling for a degree of common sense is the careful 
allocation of charges such as telephone, interest, depreciation, etc., 
against each period when short accounting periods are adopted. 
Needless to say it is essential to allocate the calculation for 
proprietors and their families over the various sections of pro- 
duction, distribution and administration according to the nature of 
the services rendered. 


The foregoing may be briefly summarised as follows: 


1. Take advantage of the clear divisions of costs between pro- 
duction, distribution and administration. 

2. Take advantage of the natural units of “per ton of flour,” 
“per bag of flour,” and “per loaf.” 

3. Take advantage of the complete cycle of operations each 
day, and the fact that stocktaking in the average bakery 
business is not as tedious and difficult a job as in most 
businesses. 

4. Place equal importance on the information to be derived 
from statistical figures as that to be derived from the 
financial records. 

5. Strive to combine the statistical with the financial records at 
all times. 

6. Dissect expenses as much as possible, eg., “Motor 
Expenses” and “Other Materials.” 

7. See that a bakery is being charged with all expenses fairly 
attributable to the business. 

8. Accrue expenses accurately against each accounting period. 


Finally, let me stress the necessity for accountants endeavour- 
ing, above all other things, to make their accountancy profit- 
producing and not purely an overhead expense. This can only 
be done by preparing information promptly and reliably, and by 
making sure that the parties concerned take full advantage of the 
information available to eliminate wastages, leakages or any drifts 
in customers. 

It has been my experience that business men generally are not 
averse to paying reasonable remuneration to accountants who 
endeavour to produce information which is capable of being used 
lor immediate profit during a financial year rather than informa- 
tion which is nothing more or less than a post-mortem of what 
has happened and provides no finger-posts to the avenues for 
increasing profits. 
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Balance Sheets, Ancient and Modern 
By C. A. E. SULLIVAN, F.1.C.A. 


Many articles have been written and books published by 
experienced (and otherwise) accountants, on the importance of 
Balance Sheets, and how to read and understand them. 

It is common knowledge that Balance Sheets, as published, do 
not always contain that precise message that they seek to convey. 

This is a fact regretted by our great profession. 

The Balance Sheet, we are instructed, is designed to set out 
the correct position of a Company’s affairs as at any given date. 
It must contain all the Assets and Liabilities properly grouped and 
marshalled, and must be, in fact, the summarisation of all the 
various transactions of the particular business over the period 
it is intended to cover. 

To the Accountant it is a “thing of beauty and a joy forever” 
(perhaps), for it must, and does, offer endless opportunities for 
criticism and arguments as to the disposition of its several 
headings, and the absolute method of architectural construction, 
so as to show that true net value of a business in the most easily 
understood form to the hoi polloi (in this instance—the share- 
holders ). 

But does it? Modernised Companies’ Acts based on ancient 
English Statutes suggest, in fact, insist on, correct form and style. 
Incidentally, Companies’ Acts are drafted by legal brethren (after 
consultation with the elite of the accounting profession) and 
should be models of efficiency. 

Unfortunately the average legal mind runs strictly between 
two narrow parallel lines, bounded on each side, and to any height, 
by law. 

Correct style and form must necessarily predominate and this 
has an undoubted tendency to confuse the aforesaid hoi polloi and 
so cloud the issue that the very purpose for which the average 
Balance Sheet is intended, i.e., to show the exact position of the 
business at a particular given time, is aborted and frequently 
produces results that give the hoi polloi several headaches, and 
not much else. 

Those of you who have the honour of being Directors of 
Companies, will realise the truth of this statement at annual 
meetings, when you have to answer the type of question the 
intelligent, but not very technical, shareholder asks. 

Why is an Asset shown on the right hand side of the Balance 
Sheet, when in the books it appears on the left? Indeed, a very 
large proportion cannot distinguish between an Asset and a 
Liability (these, of course, are in the Kindergarten class, for 
whom, nevertheless, a Balance Sheet must be produced). The 
fact that the Capital account, which is often in their mind confused 
with cash, appears on the Liability side, is an unfailing source of 
bewilderment to them. Also, should a Company make a profit, 
why should this be shown as a Liability and, virtually, a loss. 

Why? Why?? Why??? Nothing but whys, and who is the 
wiser? (dreadful pun, I'll admit). Of course, to the well trained 
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accountant these questions answer themselves. Capital is a 
liability that the Company owes to the Shareholders in lieu of 
the cash or kind subscribed by them, and the profit (unappro- 
priated) is merely an addition to the Capital, etc., etc., but please 
do not let us overlook the fact that we spent many years in acquir- 
ing our accountancy knowledge, and most of us are still learning, 
whereas the average shareholder or member of the great mass 
(i.e., the hoi polloi) knows nothing of our professional terms and 
interpretations. 

The Balance Sheet to them therefore remains as great a 
mystery as do the pyramids and their significance to most of us. 
Thus it may be argued that the present day Balance Sheet falls 
down on its job. I maintain that it does not consist merely of 
Assets and Liabilities, but includes also all the nominal accounts 
as well which are condensed through the Profit and Loss into one 
balance, and that in fact balances the Balance Sheet either for 
good or ill. 

Why not, therefore, set out a statement showing the Assets 
totalled, and deduct therefrom the Liabilities totalled, or vice versa 
if the case demands. This would then show clearly the net surplus 
or deficiency at a glance and give a ready comparison as regards 
Capital for percentage purposes. 

We talk glibly of “liquid” (very refreshing with the thermo- 
meter at 100 degrees F.), “floating” and “fixed” assets, but what, 
my brethren, do these terms convey to the uninitiated Absolutely 
nothing. Likewise “urgent” liabilities, etc—figures of speech— 
as, of course, all liabilities become urgent enough when the 
appropriate moment arrives to meet them. 

A Balance Sheet should be of so simple a nature and so 
unsophisticated that even the least technically minded layer of 
laymen would experience no difficulty in understanding and 
correctly interpreting its message. 

As a matter of interest I had, recently, occasion to attend a 
Civil Court during the course of an action involving some 
accountancy transaction of a rather elementary nature. Two 
public accountants had the utmost trouble in getting the lawyers 
to understand the nature of “contra” entries. They had a fixed 
and unswerving belief that “contra” entries must necessarily 
involve the passing of cash, and should therefore appear in the 
Cash Book somehow, and not in the Journal. 

A well-known and highly respected mining engineer, who is 
also a Company Director, has on more than one occasion quoted 
to me, rather sarcastically, I am afraid, that “A Company’s 
Balance Sheet is one of the few mysteries left to a sophisticated 
age.” Why (again, that objectionable little word) should it be 
thought necessary for learned accountants to write volumes on 
“How to read and understand a Balance Sheet’’? 

One could appreciate efforts directed towards the helping of 
unravelling the intricacies and puzzles of income and other 
taxation problems, because even very few of our specialists can 
claim to possess a full knowledge of all the pitfalls of this branch 
of Government enterprise. 

It is a different matter with Company Balance Sheets and the 
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fact is emphasised that, as the law demands that the Balance 
Sheet and supporting statements must be laid before shareholders 
at Annual Meetings, then surely it is but reasonable to expect that 
its construction and set-out should be such that the meanest 
intellect could get a reasonable idea of its important message. 

Now, it must be within the compass of some accountant with a 
taste for research to frame a form of Balance Sheet that would 
give, in simple language and figures, just what the majority of 
shareholders need. This may mean a departure from the ancient 
stereotyped affair now regularly placed before us for audit and 
criticism, but this is an age of progress and scrapping of old ideas, 
and, who can say, Australia may once again be performing a great 
national service and leading the world in the right direction. 

Another point, according to our South Australian Act, two 
Directors are required to certify that the Balance Sheet is true 
and correct, and is drawn up so as to exhibit a correct view of 
the Company’s affairs, etc. 

The Secretary of the Company must also solemnly and sincerely 
declare to the same effect, and finally the Auditor or Auditors 
must perform yet a similar service, perhaps a little more exclu- 
sively and elaborately. 

The Secretary, and Auditors, having faithfully performed their 
duties during the period covered by the statements and Balance 
Sheet produced, may have every reason to believe that what they 
certify is correct, but I venture to say that as far as the Directors 
are concerned their certificate would be worthless. They, no 
doubt, rely on the Auditor’s certificate, and as shareholders of the 
Company are, in my opinion, entitled to. I am afraid, however, 
that this fact would not relieve them of personal liability in this 
connection. It has the suggestion, therefore, of being merely a 
legal stunt to drag in two honourable men in case of accidents. 

To conclude, it must be admitted that to the accountant who 
has a soul above mathematics or for figures (of a certain type) 
the Balance Sheet is a most satisfying and delightful picture, with 
its grand sounding titles, reserves, contingencies, different forms 
of Capital, etc., etc., not omitting the arithmetical accuracy, 
balancing to the penny. (It has puzzled me for some time why 
in these days, when millions are spoken of as lightly as two 
shillings, we should still be showing Balance Sheets with shillings 
and pence columns, £40,000,000/2/1, and so on. Why not cut 
this out and balance to the nearest £?) 

It summarises in concrete form the vast ramifications of the 
biggest and smallest undertaking, and those billions of intervening 
costings, invoices, statements, sales, purchases, bankings, wages, 
etc., etc., are all lumped on the scales of their respective sides, and 
the result, a perfect balance as condensed in the Profit and Loss 
and Balance Sheet. One could almost grow poetical over this 
aspect of accountancy, but better not. 

Alas, to the benighted average citizen a Balance Sheet is worse 
than a Government’s budget, a confusing statement of hidden 
mystery which somehow or other shows where his dividends are 
not, and in his opinion designed merely to fog his poor old brain 
and cause him to have recourse to the Aspirin bottle. 
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Continental Accounting Theories 
By GerHarpD R. FELSER, GRAD.EC. (Vienna), A.A.A. 





Modern accountancy in all parts of the world is based on the 
system of double-entry—even more than that, the whole monetary 
system of the white man’s culture is based on these principles. 
Our money is not the coin, as it was for the people of the Greek 
culture; our real money is the entry in a book of account. 
Certainly they knew some kind of bookkeeping in those old days, 
too, but to keep a record of outstandings in old Rome had another 
meaning than the entries a ledger clerk makes in one of our banks. 
Rome kept a record—we pay by transferring entry. Our thinking 
is dissociated from the piece of metal which you can feel in your 
hands—a credit of £100 on your bank account is as good as a bag 
full of coins, or even better because you cannot lose it. 

But, although the basis of accountancy is rooted deeply in our 
culture and in our way of seeing the world, and its functions are 
therefore the same wherever a white man of our age keeps books, 
different countries have developed different kinds or variations of 
these principles. 

Central Europe, mainly German, Austrian, and Swiss, has 
erected its own theoretical building on and about the double-entry 
system, which differs considerably in some respects from the 
British system. 

The whole of European accounting hinges on two accounts, 
which represent the business and its owner and which are called 
the Balance account and the Capital account. The function of the 
Capital account is exactly the same as that of the Capital account 
in the British system. But the Balance account constitutes the 
main difference between the two systems. 

At the commencement of the business, the owner (who might, 
of course, be a sole trader, several partners, or a body of share- 
holders) surrenders to his business a certain amount of capital. 
He may also burden his business with certain liabilities right from 
the start. 

The Balance account represents the business in its relation to 
the owner—therefore it will be debited with all assets brought in 
and credited with all liabilities. In the European balance account, 
assets appear therefore on the /eft side and liabilities on the right 
side. Thus, the Balance account fits in the whole system—it is 
aledger account just as the Capital account is. Therefore the two 
sides of the Balance account are—in contrast to our Balance Sheet 
—talled debit and credit side. 

The difference between assets and liabilities will show the net 
capital invested by the proprietor in the business. It will be a 
balance on the Balance account representing the net investment of 
the owner. 

-_ an opening Balance account therefore shows the following 
outline : 

Dr. BALANCE ACCOUNT Cr. 


Sundry assets brought into the Sundry liabilities brought into the 
business business 
Net Capital of owner 
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These items as they appear on the opening Balance account are 
not entries in the usual meaning of the word. No journal entry js 
necessary—they are just put on the Balance account and their 
function is nothing but to represent the equation of the double. 
entry system 

Assets — Liabilities = Net Capital 
expressed in the relevant figures of the individual case, thus 
starting the whole double-entry system. 

The first entries which are now necessary to open the books are 
carried through a Balance journal as follows: 

Sundry Assets Dr. 
To Balance Account 

Balance Account Dr. 
To Sundry Liabilities 
To Capital Account 


There is by no means unanimity between the different schools of 
thought regarding this opening Balance account. Some of them 
argue that the items which I have mentioned as representing the 
basic equation are not part of the whole system of entries. They 
ban these items from the books and start off with the journal 
entries I described, thus showing an opening Balance account, 
where assets and liabilities appear on reversed sides as compared 
with an ordinary closing balance account. 

Their opponents follow the lines I have desccribed earlier and 
use the relevant journal entries to transfer the items to the various 
asset and liability accounts only, thus “emptying” the Balance 
account. They admit that to put the first items on the Balance 
account without any entry in a book of first entry is somewhat 
against principle. But the first entries at the creation of a busi- 
ness, representing just this act of creation, are such an exceptional 
thing compared with the thousands of entries the business might 
see during its life, that the breach of this purely technical principle 
(which is, for instance, no longer applied to a modern mechanised 
set of accounts) is of no importance. Moreover, these entries 
follow closely the theoretical principle (the above-mentioned 
equation) and they give the opening Balance account in such a 
form as the ordinary Balance account is given—assets on the debit 
and liabilities on the credit side. 

To satisfy purely theoretical requirements of the double-entry 
system no other accounts than Balance account and Capital account 
would be necessary. All business transactions could be recorded 
in these two accounts. Transactions involving a change between 
assets and/or liabilities only would have to be posted to Balance 
account and all transactions leading to a profit or loss would affect 
the Capital account. 

But, of course, to satisfy practical requirements a series of 
accounts has to be opened, thus splitting the two main accounts 
into several detail accounts. 

All accounts are therefore classified into two main groups (and 
the theory is accordingly called the “two accounts theory”’) : 

(a) Accounts of Balance account character—recording the 

wealth of the business, which might be positive (assets) or 
negative (liabilities) ; 
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(b) Accounts of a character subsidiary to the Capital account— 
recording the increase or decrease of the net capital. 


Ordinary posting during the year to record the different business 
transactions follows exactly the same lines as in the British system. 
But at the time of closing the books, all assets and liabilities are 
transferred by journal entry back to Balance account. Revenue 
accounts are transferred indirectly or directly to Profit and Loss 
account (which modern schools of thought style much more signifi- 
cantly “Success account”)!, the balance of which is transferred to 
Capital account. 

The last entry will be the transfer of the balance on Capital 
account to Balance account, which must then be equal on the two 
sides. 

No ledger account is left open at this moment. The books are 
actually closed entirely ; no balances are to be brought down. The 
Balance account shows the same information as our Balance sheet 
would do, but here, as mentioned before, assets appear on the left 
and liabilities on the right side with the net capital. 

The debit side of the Balance account is sometimes styled 
“Invested wealth,” as it shows all assets which are invested in 
the business, and the credit side “Sources of wealth,” as it shows 
where the wealth, the investment of which is shown on the left 
side, comes from. 

Different schools of thought have developed different theories 
(which are all based on the broad main principles outlined above). 
One of them regards the Balance account as the most important 
of all and the Success account as a necessity to arrive at proper 
balance figures only. This theory, which regards the status of the 
business at a given moment as the most important part, is therefore 
called the “Static Balance Theory.” Another school of thought 
regards the Success account as the key of the whole system and 
therefore the Balance account as a mere service instrument to 
arrive at proper data in the Success account; this is called the 
“Dynamic Balance Theory” as its supporters see the whole system 
as more dynamic and the function of the Balance account as only 
to make possible proper distinctions between two accounting 
periods. 

To illustrate the different ways of looking at transactions of 
the two schools, the formation of a provision, say against bad debts, 
under both theories will be shown. 

According to the Static Theory, the main thing is the true value 
of each item in the Balance account. A “statician,” therefore, 
would say: “As a certain part of the sundry debtors shown in the 
Balance account will be lost, the true value of the debtors is less 
than the figure shown. Therefore, a reducing item must be 
inserted in the liability side of the Balance account bringing the 
item Sundry Debtors to its true value.” 

In consequence, he will credit Balance account with an item 

1. The word “Success” is merely an attempt to translate the original German word 
(“Erfolg”) which covers both positive and negative “‘success’ (failure). The titles of the 
two sides of this account could be translated somewhat as “‘Outlay"’ and “Return.” 

2. Provisions for bad debts and other similar items which we deduct from the relevant 


asset when drawing up the balance sheet are customarily shown on the liability side of the 
European Balance account and sometimes known as “‘correcting items.” 





142 THE AUSTRALIAN ACCOUNTANT MAR 


“Provision for bad debts” and debit an account with the same 
amount which will be transferred to Success account. 

The “dynamician” thinks along different lines. For him, the 
Success account is the main thing. Therefore he would say: “A 
certain loss from bad debts is to be expected, which will arise in 
some future accounting period but which must justly be debited 
to this period as it originates in this period’s trading.” Therefore 
he debits Success account with the necessary amount, crediting an 
account the balance of which he transfers to the credit of Balance 
account. 

As you see, the result is exactly the same, but the way of looking 
at things is entirely different. There are quite a number of other 
theories, but the two which I have mentioned and of which the 
leading representatives and creators are Professor H. Nicklisch 
(static) and Professor E. Schmalenbach (dynamic) are probably 
the most important of all. 

Accounting theories covering every little item of accounting 
are very highly developed in Europe. Accounting in itself is not 
considered to be a science on its own—it forms part of a science 
of high standard which I may style (the German title is, unfor- 
tunately, untranslatable) “Science of the Organisation and 
Function of the Economic Unit” and which forms, together with 
the “Science of Relations between Economic Units,” the “Science 
of Private Economics” as distinguished from “Political Econo- 
mics. 

It seems to me that a closer study of these theories and their 
further development would have a very good influence on our own 
accountancy (and might perhaps lead to a closer link-up between 
accounting and economics) and many new, valuable thoughts could 
be developed in our own country inspired by the work done 
in other parts of the world. It is especially in the question of a 
clear and standardised terminology that very valuable work has 
been done by European schools. Certainly it would be foolish 
and impossible, owing to different languages, to try simply to take 
over such terminology. There is no doubt, however, that an 
attempt both to realise the work done in foreign countries and to 
try to use their experience and their research work could mean a 
great help to our own and a deepening of the general understand- 
ing of the science itself. 





Rules Under the S.A. Companies Act 1934-1939 
By C. W. L. MuEcKE, F.I.c.A. 


The long delayed Rules of Court have now been made by the 
Judges of the Supreme Court and take effect as from March 1, 
1940. They are published in the S.A. Government Gazette dated 
February 8, 1940. The Rules are for the following purposes, 
viz.— 

1. For carrying into effect the objects of this Act so far as 
relates to the winding-up of companies, to reduction of 
capital, and to any other matters wherein the court has juris- 
diction; and 
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. Prescribing the fees to be paid in respect of any such 
proceedings ; and 
Prescribing scales of fees or remuneration to be charged by 
Solicitors in respect of Companies and any matters under or 
relating to this Act; and 

. Prescribing the manner in which the jurisdiction of the Court 
under this Act is to be exercised, and whether in court or in 
chambers or by a Judge or Master of the Court; and 
Relating to procedure generally for the purposes of this Act, 
including rules as to costs and fees. 


The Rules apply to the proceedings in every winding up under 
the Act, of a Company which commences on or after Ist March, 
1940, and also as far as practicable and subject to any general or 
special order of the Court to all proceedings which are taken or 
instituted after the said date in the winding up of a Company 
which commenced on or after the Ist March, 1935. 

They affect not only liquidations in a winding up by the Court 
and other matters, but also voluntary liquidations, and as a matter 
of interest to members, attention is drawn to the following rules 
affecting voluntary liquidation under the Act: 


Rule 25.—Unless otherwise directed, an office copy of any order 
of Court sanctioning the issue of shares at a discount in terms 
of Section 64 of the Act, shall be delivered to the Registrar for 
registration within seven days. 


Rule 27 (3).—Liquidators in a voluntary winding up, in settling 
lists of creditors and contributories and performing other duties 
as such liquidators, shall as far as possible be guided by the pro- 
cedure laid down in these rules with regard to liquidators in a 
winding up by the Court. 


Rule 68. Notice of Disclaimer—Where a liquidator disclaims 
a leasehold interest either with or without leave of the Court. 
he shall forthwith file the disclaimer at the office of the Registrar. 
In the case of winding up under the Court a copy of the disclaimer 
shall also be filed at the Masters Office. 

Special forms are provided for disclaimers. 


Rule 115 (2). Voluntary Liquidation Mcetings.—In any credi- 
tors’ voluntary winding up the liquidator may himself summon 
hold and conduct meetings of creditors for the purpose of 
ascertaining their wishes in all matters relating to the winding up. 


Rule 161. Application of Rules as to Meetings—The Rules 
shall apply to first Meetings, subject to any express conditions of 
the Act and to Court Meetings, liquidator’s meetings of creditors 
and contributories, and voluntary liquidation meetings subject to 
any express conditions of the Court. 


Rule 117. Summoning of Meetings.—The liquidator is required 
to give not less than seven days notice of meetings of creditors 
and contributories in a local paper and also send by post not less 
than seven days before the meeting to every creditor and con- 
ery Notice shall also be advertised in the Government 

azette. 
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Rule 137. Registration of General Proxies—General Proxies 
for periods up to two years given by a Company for meetings of 
creditors and contributories may be registered with the Registrar 
of Companies and his certificate that any such person has been} 
registered may be accepted at any meeting in a winding up. 


Rule 164 (1). Liquidator’s accounts under Section 217.—The} 
account and declaration verifying the same required to be lodged} 
with the Registrar by the liquidator pursuant to Section 217 
shall be in the form No. 77 and shall be transmitted to him withiq 
thirty days from the expiration of six months from the dates of 
the winding up order or in the case of a voluntary liquidation from 
the date of the appointment of the liquidator, and within thirty 
days of the expiration of every succeeding six months thereafter, 
In the case of a voluntary winding up, the account shall be trans 
mitted in duplicate. The account shall in each instance be for the 
preceding period of six months. 


Rule 184.—A new form (No. 80) is provided for the Liquida-} 
tor’s Statement under Section 298 to be filed with the Registrar, 
The first statement shall be filed with the Registrar at the samé 
time as the second statement required to be filed by Rule 164, and 
succeeding statements shall accompany every half yearly statement” 
required by such Rule and shall be in respect of the same accounts 
ing periods. 

In cases in which the assets of the Company have been fully 
realised and distributed before the expiration of a half-yearly 
interval a final statement shall be filed forthwith. 


Note: In both forms 77 and 80 a Statutory declaration is to be 
made by the liquidator. 


Auditors’ Fees 

Rule 204 provides for the cost of an audit of a Receivers 
Account under Section 313 of the Act to be fixed by the Companies 
Auditors’ and Liquidators’ Board. 
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